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UNDERSTANDING AMERICA’S LONG-TERM 
FISCAL PICTURE 


THURSDAY, JULY 9, 2015 

U.S. Senate, 

Committee on Homeland Security 
and Governmental Affairs, 

Washington, DC. 

The Committee met, pursuant to notice, at 10:03 a.m., in room 
SD-342, Dirksen Senate Office Building, Hon. Ron Johnson, Chair- 
man of the Committee, presiding. 

Present: Senators Johnson, Lankford, Enzi, Ernst, Sasse, Carper, 
McCaskill, Tester, Booker, and Peters. 

OPENING STATEMENT OF CHAIRMAN JOHNSON 

Chairman Johnson. Good morning. This Committee hearing will 
come to order. 

I want to welcome the Director of the Congressional Budget Of- 
fice (CBO), Dr. Keith Hall, here today and certainly thank you for 
your time and your appearance and your thoughtful testimony. 

The issues we are going to deal with in this hearing are difficult. 
I was speaking to the Director ahead of time. How do you convey 
to the American public the depth of the problem so that we collec- 
tively can take the first step in solving any problem, which is ad- 
mitting we have got it? I have done a lot of problem solving in my 
manufacturing background and you have to first lay out the reality, 
understand the definition of the problem, describe it properly, but 
you really have to take that first step and admit we have really got 
a problem, if you have any hope of solving them. 

This Committee has a mission statement, and I do not think we 
can repeat it enough. It is to enhance the economic and national 
security of America. And, I think this hearing is going to address 
both of those components, because I believe, and I agree with the 
former Chairman of the Joint Chiefs of Staff, Admiral Mike 
Mullen, when he said the greatest threat to our national security 
is literally our debt and deficit, and we are going to be talking 
about our deficit now. 

I would define the problem we are facing in terms of our debt 
and deficit not as a 10-year budget window problem, which is so 
much of what we are always grappling here with our budgets, it 
is the 10-year budget window. What we really have is we have a 
30-year demographic problem here. We have all the Baby Boom 
generation people like Senator Carper and myself. We have white 

hair. Yours is not quite as white as mine 

( 1 ) 
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Senator Carper. It is getting close. That is OK. At least we still 
have hair. There you go. [Laughter.] 

Chairman Johnson. We are retiring at the rate of 10,000 people 
per day. We have made all these promises to the Baby Boom gen- 
eration and we really do not have a way to pay for them. We have 
to step up to the plate and admit that. 

Part of the problem is we are not admitting it as political leader- 
ship, and I have to repeat this story because it is pretty relevant. 
I was in the White House. To President Obama’s credit, he did go 
out to dinner with a number of us, and partly, maybe largely be- 
cause of my prodding, I asked the President, well, if you are seri- 
ous about making a dent in our debt and deficit, make your White 
House staff available to us. Let us start working. Let us try and 
find those areas of agreement, which is what we are trying to do 
in this Committee. Do not worry about things that divide us. Con- 
centrate on the areas of agreement. I know Senator Enzi is a pro 
at that in terms of legislation. What can we agree on? 

And, so, I brought my accounting skills. I brought that problem 
definition skill. So, we were in the White House for a 2-hour meet- 
ing and President Obama came in for the last half and, of course, 
he wanted everything on the table. I said, fair enough, Mr. Presi- 
dent. If you want everything on the table, here is how you do it, 
and I slid in front of him a chart 1 that looks something similar to 
this, 30 years by decade. Here is the size of the deficit. Use your 
bully pulpit. Take the truth to the American public. Make sure the 
American people understand the depth of the problem so that, col- 
lectively, we can take that first step in solving any problem, which 
is admitting we have one. 

You know what he said to me? He said, “Ron, we cannot show 
the American public numbers that big. If we do, they will get 
scared. They will give up hope.” And, he says, “Besides, Ron, we 
cannot do all the work. We have to leave some work for future 
Presidents, future Congresses.” That is not leadership. That is an 
abdication of leadership. 

So, again, the purpose of this hearing is to show the American 
people the truth. And, what we need to do, as much as I appreciate 
all the work CBO has done, their long-term projections — and again, 
let us stipulate, these are projections. It is hard to fully understand 
and predict out into the future. But, we can take a look at projec- 
tions and we can compare those to previous history. And, as much 
as I understand the relevance and the necessity of looking at these 
things as a percentage of gross domestic product (GDP), the prob- 
lem is, most people do not deal in percentages. We deal with dol- 
lars. That is how we pay for things. So, dollars are more relevant. 

And, so, I want to continue to work with Director Hall and the 
CBO and the economists there of trying to figure out a way to 
present the reality, the depth of the problem, to the American peo- 
ple so they understand it. 

I have a lot of charts and graphs. We developed a one-page in- 
come statement, which is on the chart 2 right now, that pretty well 
lays it out. I mean, by the way, that is the purpose of any income 


lr The chart referenced by Senator Johnson appears in the Appendix on page 48. 
2 The chart referenced by Senator Johnson appears in the Appendix on page 47. 
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statement. Describe reality, but describe reality for the purpose of 
directing action. This one-page income statement does that. 

In one page, it shows pretty much the financial situation of 
America on an income basis, and it shows that Social Security will 
pay out about $14 trillion more in benefits than it takes in the pay- 
roll tax over the next 30 years. Medicare pays out about $34 tril- 
lion more. And then the rest of the $103 trillion deficit over 30 
years which we are going to be talking about today is interest on 
the debt. Three elements — Social Security deficit, Medicare deficit, 
and interest on the debt — drive that $103 trillion unsustainable 
deficit. We need to understand that. 

But, let me just throw out one more little factoid here that I 
think, hopefully, will grab the attention of the audience, of the 
Members of the Committee, and hopefully the American public. We 
are all witnessing pretty much the collapse of Greece’s welfare sys- 
tem, how unsustainable that model is. And, again, we hear this all 
the time. I have been here now 414 years and I have heard witness 
after witness talk about how our current fiscal situation in America 
is unsustainable. Let us just do a comparison. 

We calculated this number as of the end of the first quarter, so 
they are comparable between Greece and America. Today, or at the 
end of March, in America, every American’s share of our current 
Federal debt as of March 31, 2015 — every American’s share, my 
share, my kid’s share, my grandchild’s share — is $56,710. By com- 
parison, the share of every Greek’s share of their debt in Greece 
is $30,786. So, Americans, on an individual basis, our share of our 
Federal debt is almost double what Greeks’ share is of their Fed- 
eral debt. 

Now, why do we not have the riots in the streets? Why do we 
not have a financial crisis today, like Greece has? Well, because we 
are the world’s reserve currency and we can effectively print money 
to fund this debt. Greece’s creditors have run out of patience. At 
some point in time, America’s creditors are going to run out of pa- 
tience. They are going to look at America and say, you are not very 
serious in coming to terms with the debt and deficit. We are not 
going to loan you any more money. Or, we are certainly not going 
to loan it at that interest rate. And, at that point, interest rates 
spike. For every one percent increase in interest rates, that is $180 
billion more that is added to our interest payments. 

That is what we are dealing with. That is what we have to try 
and convey. That is what we have to admit. 

So, again, I would ask unanimous consent to enter my opening 
statement into the record. 1 

With that, I will turn it over to Senator Carper for his comments. 

OPENING STATEMENT OF SENATOR CARPER 

Senator Carper. Thanks, Mr. Chairman. 

I, too, would welcome Dr. Hall. Thanks. It is very nice to see you 
again. 

And, I would ask that my full statement be made a part of the 
record. 2 


lr The prepared statement of Senator Johnson appears in the Appendix on page 31. 
2 The prepared statement of Senator Carper appears in the Appendix on page 33. 
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I just want to respond and maybe add a couple of thoughts for 
us to keep in mind. Harry Truman used to say the only thing that 
is new in the world is history we never learned or forgot, and I 
want us just to go back in time a little bit. It is not that long ago 
we actually had four balanced budgets in a row, and we had a Re- 
publican Congress and we had a Democratic President, Bill Clin- 
ton. And, when he left office, he turned over a surplus and we had 
the strongest economy on earth. We were flying high. 

Eight years later, the next administration turned over an econ- 
omy that was going down and some were afraid we were going to 
go down for the count. The week that this President, the current 
President, this Vice President, were sworn into office, that one 
week alone, we lost 600 — 628,000 people signed up for unemploy- 
ment insurance. Think about that, 628,000. Two-and-a-half million 
people lost their jobs in the last 6 months of 2008. Another 2.5 mil- 
lion lost their jobs in the first 6 months of 2009. The budget deficit 
that year was $1.4 trillion. 

And, we have slowly but surely climbed out of here, and it is not 
just because of this administration, it is not because of the Con- 
gress. It is a lot of factors, and I hope — Presidents get blamed for 
stuff when it goes badly. They also sometimes get credit when 
things go well. But, we are in a hell of a lot better shape than we 
were, I think, 6 V 2 years ago. 

The deficit for this year is — when the deficit hit $1.4 trillion, it 
was about 10 percent of GDP. Ten percent, that is a lot. It is still 
about 3 percent of GDP. We think that is a lot. 

I am an old State Treasurer. I was Treasurer of Delaware when 
we had the worst credit rating in America. We were tied for dead 
last with Puerto Rico. We were in such bad shape that we would 
sell tax-exempt revenue anticipation notes — just to meet payroll 
and make our pension payments. We were the best in the country 
in overestimating revenues and underestimating spending. That is 
how we got to have the worst credit rating in the country. So, I 
bring sort of the thinking of an old State Treasurer and an old Gov- 
ernor to these jobs. 

I think there are, like, three things — let us just think of a pie 
chart of how we spend money in the Federal Government. Over 
half of it, entitlement spending. Over half of it is entitlement 
spending. About 5 to 10 percent is debt service. The biggest part 
of what is left is defense spending, and then the remainder is non- 
defense discretionary spending. We could wipe out entirely non-de- 
fense discretionary spending and we would still have a deficit. So, 
we have got some work to do here. 

The Bowles-Simpson Commission said there are really maybe 
three things we need to focus on, and one of those is entitlement 
spending that does not savage old people or poor people, but actu- 
ally finds a way to save money in these programs, make sure they 
are going to be around for our kids and our grandchildren, and that 
is our challenge, and I think we have to be up to that. We cannot 
walk away from that. 

I think we are chipping away at the growth in health care costs, 
which used to be going up by 18 percent of GDP. We are down now 
about 17.5 percent. We are trending down in terms of health care 
costs as a percent of GDP. We have to continue to bring that 
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down — find out what works, do more of that. So, entitlement re- 
form, No. 1. 

No. 2, tax reform. Bowles-Simpson says broaden the base. Let us 
lower the rates. Whatever revenues we generate, we make sure 
that some of that goes for deficit reduction. I think that makes a 
lot of sense. 

And, the last thing that they said to do was to look at everything 
that we do, everything we do in government and say, how do we 
get a better result for less money, every single thing. 

I am sure everybody on the Committee remembers something 
that one of our constituents said to us, maybe at a hearing, maybe 
at home, that we just have never forgotten. I will never forget a 
town hall meeting when I was a Congressman. I used to do a lot 
of town hall meetings then. A woman said to me, “I do not mind 
paying taxes, I just do not want you to waste my money.” That is 
what she said. “I do not mind paying taxes, I just do not want you 
to waste my money.” 

One of the reasons I want to be on this Committee is because we 
really focus on finding ways not to waste people’s money, not to 
waste taxpayers’ money. 

So, I am delighted that you are here, Dr. Hall. 

Let me say maybe one last thing. The idea of budgeting for — we 
used to budget for, like, year to year to year to year, and then 
maybe 5-year budgets and 10-year budgets, now we look out as far 
as 20 years. If you actually look out 20 years and look how much 
money we will actually save by implementing most of the Afford- 
able Care Act (ACA), we save hundreds of billions of dollars over 
the next 20 years, even more than that. If we could somehow figure 
out how to do something close to comprehensive immigration re- 
form, we would save hundreds of billions of dollars and our GDP 
would grow, as well. 

And, the last thing I would say is this. If we can somehow put 
our heads together and put our heads around a way to fully fund 
a 6-year transportation plan, robust 6-year transportation 
plan — McKinsey Global Institute just gave us these numbers. Here 
is what they said. One-point-eight million new jobs created and 
GDP to grow by 1.5 percent a year annually and that is worth 
doing, and it is also worth paying for, as well. 

I will leave it at that. We are glad you are here and look forward 
to hearing from you. 

I am going to be in and out. We are working in Finance on trans- 
portation funding right now, so I need to be in and out, so I apolo- 
gize for that. But, thanks for joining us. 

Chairman Johnson. Good luck to you in those endeavors. 

So, it is the tradition of this Committee to swear in witnesses, 
so if you would please rise and raise your hand. 

Do you swear the testimony you will give before this Committee 
will be the truth, the whole truth, and nothing but the truth, so 
help you, God? 

Mr. Hall. I do. 

Chairman Johnson. Thank you. Please be seated. 

Our sole witness today is Dr. Keith Hall. He is Director of the 
Congressional Budget Office. On April 1, he became the Director. 
He has previously served as Chief Economist at the International 
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Trade Commission, a Senior Research Fellow at the Mercatus Cen- 
ter at George Mason University, Commissioner of the Bureau of 
Labor Statistics, Chief Economist for the White House Council of 
Economic Advisors, and Assistant Professor at the University of 
Arkansas. Dr. Hall. 

TESTIMONY OF THE HONORABLE KEITH HALL, PH.D ., 1 
DIRECTOR, CONGRESSIONAL BUDGET OFFICE 

Mr. Hall. Thank you. Chairman Johnson, Senator Carper, and 
Members of the Committee, thank you for the opportunity to testify 
on the Congressional Budget Office’s recently released assessment 
of the long-term outlook for the Federal budget. 

CBO has frequently expressed concerns about the likelihood that, 
under current law, the Federal Government’s debt will rise over 
the next few decades to a level rarely seen in U.S. history and we 
are pleased to provide some analysis that will help this Committee 
focus attention on that worrisome prospect. 

Let me first talk about that projected increase in debt. CBO’s 
long-term outlook for the Federal budget has changed little since 
last year. If current laws remain generally unchanged in the fu- 
ture, we expect that Federal debt held by the public will decline 
slightly relative to GDP over the next few years as the economy 
continues to move toward greater recovery from the Great Reces- 
sion. 

After that, however, the effects of our aging population and ris- 
ing health care costs will become more apparent and growing budg- 
et deficits will push debt back to and above its current high level. 
The deficit will grow from less than 3 percent of GDP this year to 
more than 6 percent of GDP in 2040. At that point, the already 
high Federal debt held by the public would have risen above 100 
percent of GDP. 

When making comparisons between amounts of debt in different 
years, CBO typically expresses debt as a percentage of GDP. Al- 
though that measure is not perfect, there are other ways of putting 
the amount of debt into perspective. This has the advantage of giv- 
ing some indication of the ability of the United States to reduce or 
eliminate debt in the future. It accounts for changes in price levels, 
population, output, and income over time, all of which are impor- 
tant in assessing the sustainability of the budget. Just as a house- 
hold’s income and assets are a measure of how much debt it can 
reasonably bear, GDP broadly conveys the means available to fi- 
nance debt held by the public. 

I should reiterate that CBO made these projections under the as- 
sumption that current law remain the same. In that case, rising in- 
comes would push tax revenues to a level that is high by historical 
standards relative to GDP. Also, spending for programs other than 
Social Security and the major health care programs would be quite 
low by historical standards relative to GDP. If the law did change 
in a way that kept revenues and spending for those programs close 
to their historical averages, the result would be even higher Fed- 
eral debt. 


lr The prepared statement of Mr. Hall appears in the Appendix on page 35. 
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Though the long-term outlook has worsened dramatically since 
2007 — in that year, CBO projected that the Federal debt would be 
below its historical average in each of the next 25 years if current 
laws at that time had remained unchanged. But then some major 
changes came along, specifically the Great Recession and some sig- 
nificant alterations to tax and spending laws. 

In 2009 to 2012, budget deficits were the largest relative to the 
size of the economy in any year since 1946, causing the govern- 
ment’s debt to soar. The total amount of Federal debt held by the 
public nearly doubled during that period and is now about $13 tril- 
lion. That is equivalent to about 74 percent of the economy’s an- 
nual output, a higher percentage than at any point in U.S. history 
except a brief period around World War II. 

Under current law, debt is projected to rise continuously relative 
to the size of the economy in the long run. That path could not be 
sustained indefinitely. Investors would eventually begin to doubt 
the ability of the government to cut spending or raise revenues by 
enough to pay its debt obligations. Such a fiscal crisis would 
present policymakers with extremely difficult choices and would 
probably have a substantial negative impact on the country. 

Unfortunately, there is no way to predict with any confidence 
whether or when a fiscal crisis might occur in the United States. 
In particular, there is no identifiable tipping point in the debt-to- 
GDP ratio to indicate that a crisis is likely or imminent. All else 
being equal, however, the larger a government’s debt, the greater 
the risk of a fiscal crisis. 

Of course, budgetary outcomes are uncertain. Under current law, 
unexpected changes in the economy, demographics, or other factors 
could probably lead to outcomes different from those that we have 
projected. Nonetheless, our analysis shows that under a wide range 
of possible outcomes, tax and spending policies under current laws 
will probably leave the Federal debt in 2040 at a much higher level 
than it is now, which is already elevated by historical standards. 

So, how large would policy changes need to be to lower the tra- 
jectory of Federal debt? To put the Federal debt on a sustainable 
path for the long term, lawmakers would have to make significant 
changes to tax and spending policies by reducing spending for the 
large benefit programs below the projected amounts, letting reve- 
nues rise more than they would under current law, or adopting 
some combination of these approaches. The size of such changes 
would depend upon the amount of Federal debt that lawmakers 
considered appropriate. 

Just holding Federal debt at its current high level of 74 percent 
of GDP until 2040 would require significant changes in tax and 
spending policies. A combination of increases in Federal tax reve- 
nues and cuts in non-interest Federal spending relative to current 
law of about 1.1 percent of GDP in each year for 25 years would 
be needed. In 2016, this would be a spending and/or a tax revenue 
increase totaling about $210 billion, and more than that for each 
year after that. 

Many combinations of policies could be adopted to meet such a 
goal. We have illustrated some of those in one of our figures from 
the written testimony that has been distributed to you. For exam- 
ple, if those changes came from increases of equal percentage in all 
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types of revenues, they would represent an increase of 6 percent 
relative to current law for each year between 2016 and 2040. In 
2016, for example, an average middle-income household would have 
to pay $750 more in taxes, and more than that each year after- 
wards. 

Or, if the cuts came from cuts of equal percentage in all types 
of non-interest spending, that spending each year would have to be 
5.5 percent less than projected. If the reduction was applied across 
the board to all types of non-interest spending, an average 65-year- 
old in the middle of the earnings income who retires in 2016 would 
see a reduction of about $1,050 in his or her initial annual Social 
Security benefits, more than that in each year afterwards. 

The more ambitious goal of returning public debt by 2040 to its 
average level over the past half-century, which is 38 percent of 
GDP, would require more than that. This would require a revenue 
increase and/or interest spending decrease totaling 2.6 percent of 
GDP every year. This means an average middle-income household 
would have to pay $1,700 more in Federal taxes in 2016 and larger 
amounts in subsequent years. Or, by cutting non-interest spending 
across the board, average Social Security benefits for a 65-year-old 
in the middle of the earnings distribution would have to drop by 
$2,400 in 2016 and by larger amounts in later years. 

Regardless of the chosen goal for Federal debt, you as lawmakers 
would face tradeoffs when deciding how quickly to carry out poli- 
cies. The sooner significant deficit reduction was implemented, the 
smaller the government’s accumulated debt would be, the smaller 
the policy changes would be needed to achieve the particular long- 
term outcome, and the less uncertainty there would be about what 
policies could be adopted. 

Even if policy changes to shrink deficits in the long term were 
not implemented for several years, making decisions about them 
sooner rather than later would tend to increase output and employ- 
ment in the next few years. Such decisions could hold down long- 
term interest rates, reduce uncertainty, and enhance businesses’ 
and consumers’ confidence. 

Thank you. 

Chairman Johnson. Thank you, Director Hall. Again, thank you 
for appearing and thank you and your staff at CBO for all your 
hard work. 

I think the question is, how do we grab the American people’s 
attention with numbers, with financial data. I am an accountant, 
you are an economist. I like numbers. You like percentages. It is 
a difficult problem. It is something I have been grappling with for, 
literally, 4V2 years. 

One of my attempts in this was really with a couple amendments 
that I offered that were adopted unanimously in our budget process 
this year. The guts of it says the Congressional Budget Office shall 
provide a projection of Federal revenues, outlays, and deficits for 
the 30-year period beginning with the budget year expressed in 
terms of dollars. 

This is kind of what I had in mind, and I want to keep working 
with you. I would really prefer this was a Congressional Budget Of- 
fice chart so that we did not have to take the detailed information 
and try and grapple with it and come up with our interpretation, 
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so it was incredibly authoritative, because this is extremely impor- 
tant, that we have a nonpartisan organization, an agency like your- 
selves, that definitively say, this is what this projection results in, 
in dollar terms, because, again, people do not pay for their elec- 
tricity bill and food in percentages. They use dollars. So, Americans 
understand dollars. 

Let us start here, and this is your alternate fiscal scenario, done 
by decade. I think this lays it out pretty simply, and coming from 
the business side, I like the KISS principle, keep it simple. First 
decade, about $10 trillion of projected deficit, according to your al- 
ternate fiscal scenario. The second decade, $28 trillion. The third 
decade, $66 trillion, for a whopping total over the next 30 years, 
projected deficit by your alternate fiscal scenario of $103 trillion. 

Now, again, we are becoming immune to these massive numbers. 
Who can really understand them? So, I have added to this chart 1 
the dollar value of all private assets. The net asset base of America 
is $116 trillion. That is what we are looking at over the next 30 
years. 

Now, I want to talk — let us take that one down and put up the 
next chart, 2 because this is where I will convert to percentages on 
a relative basis, and it is really going to be the base of my first 
question. The numbers you were talking about in your testimony, 
it was really based off your baseline, correct, your baseline projec- 
tion. I am showing the alternate fiscal scenario. 

For me to take a look at projections — this is what I did in busi- 
ness, I would do my budgeting process — I would always take a look 
at history. Are these numbers relevant? Do they compare to his- 
tory? So, what I have done — again, trying to keep it as simple as 
possible — I have laid out percentage of GDP for these spending cat- 
egories the prior 30 years, from 1985 to 2014. Then I have CBO’s 
baseline projection. And the third column is CBO’s alternate fiscal 
scenario. 

So, let us just — again, trying to keep it simple — entitlements, 
total entitlements, Social Security and health care, the last 30 
years, about 7.7 percent of GDP, and under both scenarios, that is 
expected to rise to 13.1 percent. Now, that is — health care is the 
more difficult one to really project. Social Security is pretty darn 
close, right? I mean, we know because of demographics, actuarial 
math, that type of thing, we have a pretty good handle on Social 
Security over the next 30 years coming in with about a $14 trillion 
deficit in terms of what we pay out in benefits versus the payroll 
tax, is that correct? 

Mr. Hall. That is right. Health care definitely has more uncer- 
tainty. 

Chairman Johnson. But, again, so — but, this does show the dra- 
matic increase, 7.7 percent to 13.1. 

Now, on defense, the last 30 years, on average, we spent about 
4.2 percent, and this includes the 1990s where we really went pret- 
ty low historically as a percentage of GDP. According to your base- 
line, CBO’s baseline says over the next 30 years, we will spend 
about 2.6 percent of GDP. The alternate fiscal scenario is 3.4. So, 


1 The chart referenced by Senator Johnson appears in the Appendix on page 48. 

2 The chart referenced by Senator Johnson appears in the Appendix on page 49. 
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I guess when I take a look at this, understanding the problems in 
the world, OK, the threats to our national security, I look at that 
and I go, that is probably not realistic that we are going to be able 
to get away with spending only 2.6 or only 3.4 when historically 
we spent about 4.2 percent. I mean, would you disagree with that? 

Mr. Hall. Well, our numbers came from averages, right, so the 
2.6 percent is under current law and the bigger number was some- 
thing close to long-term averages. But, you are exactly right that 
one of the uncertainties that are there in our forecast is something 
like a major war, another recession, something like that that would 
make the picture of the deficit look much worse. 

Chairman JOHNSON. Even 4.2, you take a look at the last 50 
years, what we had during the Korean War, I think we were at 10 
percent. During the 1970s and 1980s, I think we were 8 and 7 per- 
cent. We are at historically low percentages of GDP spending al- 
ready on defense. 

Let us go on to all other spending in the Federal Government. 
Over the last 30 years, it has been about 6.2 percent of GDP. Your 
baseline says it will drop down to 4.6 percent. Your alternate fiscal 
scenario is 5.9 percent, OK. And then interest, again, it is the plug 
figure, and it depends on what we think interest rates will be, and 
nobody really knows that. 

But, I guess the point I am trying to make, if you are really look- 
ing at how realistic are these projections, baseline versus alternate 
fiscal scenario, it kind of gives you a range of projections, I mean, 
I would look at this, and one of the reasons I use alternate fiscal 
scenario, I would say of the more likely scenario based on 30 years’ 
prior history, I would just kind of look at alternate fiscal scenario. 
You could maybe even make an argument that that might still be 
low as projected deficits. Would you comment on that. 

Mr. Hall. Well, we wanted to be careful about predicting what 
Congress was going to do. 

Chairman Johnson. I understand. 

Mr. Hall. So, the regular baseline is under current law, but our 
alternate fiscal scenario is trying to look at the way that Congress 
has behaved in the past. And, so, we did make an effort to do 
that 

Chairman Johnson. Oh, I know, and Congress is very difficult 
to predict 

Mr. Hall. Yes. 

Chairman Johnson [continuing]. Other than we will continue to 
be somewhat dysfunctional. 

Let me go, with my remaining seconds here, let me go with the 
last point. No, first of all, leave on — I want to talk about revenues, 
because the last 30 years, on average, we have generated about 
17.2 percent of GDP in terms of revenue of the Federal Govern- 
ment. Now, if you go back 50 years, it has probably been more 
around 18.1 percent. So, your baseline shows about 19 percent av- 
erage over 30 years. The alternate fiscal scenario is really pretty 
much about that 50-year average. 

Now, let us go to the last chart 1 here. This is a chart that shows 
what percentage of GDP we have raised in revenue comparable to 


1 The chart referenced by Senator Johnson appears in the Appendix on page 50. 
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the top marginal tax rate. How much are we going to try and pun- 
ish success and how effective are we at punishing success and dra- 
matically increasing the percentage of revenue we raise as a per- 
centage of GDP? You can see, going back to the late 1950s when 
we had a top marginal tax rate of 91 percent — now, I think that 
would give pleasure to a fair amount of people who would like to 
do that, let us stick it to the rich guys. We still only had about 18.1 
percent average. Look how steady that is, regardless of the top 
marginal tax rate — at 91 percent, at 70 percent, or 50 percent, or 
28 percent, or 39.6 percent. 

So, I guess I want you to comment on our ability as a Federal 
Government to try and punish success and do it successfully so 
that we actually increase revenue to the Federal Government, be- 
cause to me, it is somewhat of a fool’s errand, and when you start 
dramatically increasing marginal tax rates, I would say you dra- 
matically increase the disincentives for people to take the kind of 
risk taking that actually helps grow our economy. 

Mr. Hall. Well, I do not want to comment too much about spe- 
cific tax policy things, but you are absolutely right that tax revenue 
has been fairly much around 18, 19 percent. There has only been 
a brief time where it was as high as 19 percent, to where we pro- 
jected under our extended scenario, under current law. So, that is 
one of the things that I think is a caution, is under our, just our 
regular extended scenario, tax revenues get to a historically high 
level and we still have a really significant problem 25 years down 
the line. 

Chairman Johnson. Does this chart not basically show that, yes, 
we can attempt to increase revenue as a percentage of GDP by in- 
creasing marginal tax rates, but people change their behavior. I 
mean, this kind of gets back to the static versus dynamic scoring 
debate 

Mr. Hall. Right. 

Chairman Johnson [continuing]. That I think this is a pretty 
darn good argument that if we are going to change tax policy, we 
really do need to understand the dynamic effect of those tax poli- 
cies on people’s behavior, and in some way, shape, or form — and 
trust me, there is a real complexity here in terms of deductions and 
what type of income, which I think is kind of silly, too, to have dif- 
ferent rates on different types of income, income is income from my 
standpoint — we should dramatically simplify our tax code and I 
think you might have a little more responsiveness if it were not so 
complex. 

But, anyway, it is just very difficult to really take more than 18 
percent away from the American public, is that not kind of — is that 
not what that chart pretty well shows? 

Mr. Hall. Historically, yes. It just has not been done. And let me 
just say, too, in part of our forecast, we do have a dynamic compo- 
nent in our economic forecast that underlies this and we do have 
some dynamic effect of the tax rate being to an historically high 
level. So, that actually does impact economic growth. 

Chairman Johnson. OK. Well, thank you. 

Our next questioner is another accountant, Senator Enzi. 
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OPENING STATEMENT OF SENATOR ENZI 

Senator Enzi. Thank you, Mr. Chairman. I appreciate you doing 
this hearing. I know from experience that solving problems early 
is usually less expensive than solving problems late. 

I used to be the Mayor of Gillette and we had some infrastruc- 
ture problems that we needed to solve and that required us to have 
some debt. I had to appear before Standard and Poors (S&P) and 
Moody’s and answer how I was going to pay off this debt, and I was 
kind of stunned by some of the questions because they were all 
about our retirement system. We were a very young community, so 
we had everybody at the beginning of their retirement cycle, but 
what I discovered is that the questioners were on a panel to save 
New York City, which had a policy of pensions of full retirement 
at a very young age. 

Currently, Greece and other countries across Europe are experi- 
encing economic crises that are due to their pension and entitle- 
ment promises that they cannot afford. Given CBO’s long-term out- 
look on the challenges we face, are there any lessons that we can 
draw from their problem in a short amount of time? 

Mr. Hall. Yes. Actually, I do think there is a very important les- 
son. Greece is going through a very difficult experience, and I think 
the main thing we ought to take from this is that it is extremely 
difficult to make fiscal policy decisions under the pressure of a fi- 
nancial crisis. So, this is my “hurry up and make decisions.” If you 
wait until the debt gets very large in the United States and we get 
something close to a fiscal crisis, then it is very difficult to find fis- 
cal policy decisions that will solve your problem. 

Senator Enzi. In your testimony, you mentioned that Social Se- 
curity would have to be, I think it was a $1,050 reduction in pay- 
ments, and then more each year. Could you expound on that a lit- 
tle bit more. 

Mr. Hall. Sure. What we did was we figured out a fixed percent- 
age of savings we would need to have from spending on Social Se- 
curity, and the reason that it comes out to that, we were trying to 
look at something like an average person, what are the costs in 
2016, and that number would go up. That is a yearly number, and 
it would go up based basically on GDP growth. If GDP growth went 
up, that number would go up and incomes went up. So, that was 
an effort just to give you some idea of a nice, simple impact on av- 
erage people. 

Senator Enzi. But you meant that it would be just a few addi- 
tional dollars each year, not a total $1,050 additional reduction? 

Mr. Hall. Oh, right. Yes, that is right. 

Senator Enzi. I am trying to 

Mr. Hall. That is right. 

Senator Enzi. Because, otherwise, pretty quickly, people would 
be at zero. 

Mr. Hall. Oh, right. Right. Yes. No, that is a fixed amount, in 
percentage terms, anyway. 

Senator Enzi. What effect do you think that the collapse of 
Greece, if they do not meet their Sunday deadline, will have on in- 
terest rates for us? Will that make us a more secure country or will 
people worry about putting their money anywhere as far as buying 
bonds? 
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Mr. Hall. Well, so far, the Greek crisis has not had a lot of ef- 
fect, but probably the biggest effect is going to be through the ex- 
change rate, and it would probably modestly affect our trade bal- 
ance with the Eurozone. And, if Greece were to — so, I think in that 
respect, it would be fairly minimal. But, if they were to exit the 
Eurozone, I think we might get a bit more of effect, where the dol- 
lar would appreciate a bit further, Treasury rates would actually 
fall a little bit, and U.S. equity prices might fall a little bit if they 
actually pull out of the Euro. 

Senator Enzi. Because I keep worrying what will happen with 
our budget if the interest rate goes to a norm for the United States 
instead of hovering around the less than 2 percent that we are at 
now, which costs us $235 billion a year. 

Mr. Hall. Right. 

Senator Enzi. If that more than doubles, we will be spending 
more on that than we will be on national defense or all of the rest 
of the spending that we do that we have control over. There is a 
whole lot that you point out that we do not have control over. 

Now, former Canadian Prime Minister Paul Martin told the 
Budget Committee a year ago that the No. 1 problem facing Can- 
ada during their fiscal crisis in the 1990s was interest payments 
on the debt. According to Martin, the problem was that the Cana- 
dian people would not believe that writing checks to pay interest 
would hurt as much as writing checks to the government to pay for 
health care or for living expenses. 

Dr. Hall, what is the CBO’s long-term outlook for interest pay- 
ments on the debt in the country, and how does this compare to 
the amount that we will be spending on health care, for example? 

Mr. Hall. Sure. Well, this year, we forecast that our payment, 
the interest payments on the debt are equal to about 1.3 percent 
of GDP. And in 25 years, under current law, that is going to go all 
the way up to about 4.3 percent of GDP. So, that is a pretty signifi- 
cant increase. And, of course, that is going to be sensitive to exactly 
how much interest rates go up over time. 

Also, right now, net Federal health care spending is about 5.2 
percent of GDP and it will go up to about 8 percent. So, in 25 
years, our interest payments will be about 4.3 percent. Our Federal 
health care spending will be about 8 percent. 

But, let me just point out one thing, though, that between 2015 
and 2040, our health care spending is going to go up by about, by 
our forecast, by about 2.8 percentage points. I know I am using a 
lot of percentages. I apologize. But, interest is going to go up by 
3 percentage points of GDP. So, actually, the increase in the cost 
of interest will be more than the increase in the cost of health care 
under our projection. 

Senator Enzi. But 12.3 percent of GDP between the two will be 
a considerable amount. 

Mr. Hall. Yes. 

Senator Enzi. Now, you have also projected — CBO has projected 
for many years — and I realize you have only been there a short 
time, we appreciate all your efforts during that time — but CBO has 
projected for many years dramatically increasing outlays for feder- 
ally funded retirement programs. I keep going back to the retire- 
ment programs. Indeed, CBO has also argued that revenues will be 
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woefully insufficient to pay for these programs, which means that 
the government’s borrowing requirement will be dramatically in- 
creased, as well. 

You suggested recently in testimony before the Budget Com- 
mittee that this public sector borrowing will crowd out private bor- 
rowing, which will slow the pace of economic growth. Will this 
slower pace of growth also reduce worker productivity? Could this 
reduction in worker productivity result in slower wage and slower 
growth and fewer job opportunities? 

Mr. Hall. Yes, it will, and in our forecast, there is an interesting 
little rule of thumb. For each dollar that the deficit rises, domestic 
investment falls by between 15 and 50 cents. So, there is a pretty 
big impact. And the effect of that deficit on investment, because it 
crowds out private investment — people’s savings get pulled into 
funding the government rather than funding the making of goods 
and services — will lead to a smaller capital stock in the economy, 
less investment, which makes workers less productive and then de- 
creases wages as a result, and we do have some estimates of the 
amount of income, the average income, how much lower it is be- 
cause of the borrowing. 

Senator Enzi. Can you repeat that very first part? For each dol- 
lar — 

Mr. Hall. Yes. For each dollar that the deficit rises, domestic in- 
vestment falls by between 15 cents and 50 cents. 

Senator Enzi. Thank you. My time has expired. 

Chairman Johnson. First of all, Dr. Hall, no need to apologize 
for using percentages. This is incredibly complex, there is no doubt 
about it, and that is what we are trying to do, is work with you 
to try and simplify it as much as possible so we all can understand 
it. 

But, I will make a commitment, by the way. This is just a first 
in a series of hearings. This is the overall macro look at the budget, 
trying to come up with some method of simplifying it. We are going 
to drill down into Social Security, a special hearing on that. We 
will do it on Medicare. We will probably talk about interest and the 
effect on the economy from that standpoint, as well. 

So, this is just the first in a series of hearings we are going to 
certainly have under my Chairmanship because this is so incred- 
ibly important and because it is complex. It is one of the reasons 
I do not think we have grabbed the American public’s attention, 
which is what we need to do if they are going to, like I say, admit 
we have the problem to put pressure on us to fix it. Senator Tester. 

OPENING STATEMENT OF SENATOR TESTER 

Senator Tester. Thank you, Mr. Chairman. Thank you for hold- 
ing this hearing. Thank you, Dr. Hall, for your testimony. 

As I look out into the crowd, there are a ton of young folks here. 
Are you guys all interns? Raise your hand if you are an intern. 

[Show of hands.] 

That is good. Well, I appreciate you being here, because, quite 
frankly, this conversation we are having today impacts you, actu- 
ally, more than it impacts me, because you will be around a lot 
longer, I hope, and it is good to have you all here. 
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Dr. Hall, you talked about the Great Recession and you talked 
about what transpired, and in that Great Recession that we had, 
when I got here in January 2007, and I think in about June 2007, 
I got notification from the Treasury Secretary that we were on the 
edge of a financial meltdown, or shortly thereafter. But, since that 
time, when our revenues have dropped and the safety nets like un- 
employment insurance kicked in, which caused our debt to explode, 
we have reduced our cumulative deficits by about $4.5 trillion since 
2010. 

And, before that, as the Ranking Member had pointed out, we 
did have a balanced budget situation in the 1990s, which was fol- 
lowed by Vice President Cheney, I believe, saying the debt does not 
matter, which was followed by a tax cut and a war, all put on the 
credit card at the same time. That is when the economy was boom- 
ing. 

And, so, to have the debt that we have today, with the economic 
downturn and some of the policies that were put in effect 10 or 12 
years ago, should be no surprise to anybody. I am going to leave 
this Committee and go to an Appropriations Subcommittee in a 
second — we had a Defense Appropriations Committee where we 
used an overseas contingency account gimmick to take and put $40 
billion additional dollars into that account all on the credit card 
and nobody is asking anything about it. 

Why? Because it is about war, and we can fight wars all over the 
world and that is OK. We do not need to have France’s help, or 
England’s help, or Australia’s help, or any of our allies’ help. We 
will do it all on the taxpayers of this country. 

So, if we want to deal with the debt and the deficit, we can talk 
about Social Security and we can talk about Medicare, and we need 
to, but if we do not talk about what we are doing with foreign pol- 
icy in this country and how we are going to deal with infrastruc- 
ture, highway infrastructure that is worn out that will leave the 
kids in this audience — and if you are under 30, I will call you a 
kid — with the lack of ability to have a 21st century economy, or 
many of you are probably going to college and you know you are 
going to walk out the door with $40,000 or $50,000 in debt and you 
are not going to be able to buy a house. That is a negative impact 
on the economy. Or, the fact we do not have an immigration bill 
and we are not funding research and development, so we are tun- 
neling all those jobs to India and Brazil and China and other 
places around the world. 

So, debt and deficit is important, Mr. Chairman, and if we do not 
take a look at a lot of the policies that get us here, I will tell you 
what Mr. Bernanke told me when he left office at the Fed. When 
I said, is the most important thing we are looking at the debt, and 
he said, no, the most important thing you need to look at is hand- 
ing the people in this audience, the next generation, a 21st Century 
economy, because if you do not, you will never pay that debt down. 
We are not handing these folks a 21st Century economy because 
we are saddling them with so much debt, personal debt right out 
of the chute. 

We can solve this problem. It is going to take a lot of tough deci- 
sions. I think there are people around this dais that are willing to 
do it, and I think there are people in the Senate that are willing 



16 


to do it, and I also think there are a lot of folks in the Senate that 
would rather play politics with this than get to the point, and that 
is the point I want to make. 

The question I have for you, Dr. Hall, is this. You talked about 
the debt. You talked about projections on the debt. Can we tackle 
this effort by spending cuts alone? 

Mr. Hall. Well, I want to avoid that issue because it is not my 
job, in a sense. It is your decision to 

Senator Tester. I know that. 

Mr. Hall [continuing]. Obviously, it would be 

Senator Tester. I just want your estimation. You do not need to 
get political. You can just say yes or no, and if they beat you up 
for it, they will beat you up for it regardless, so — these are good 
people. They will not do that. 

Mr. Hall. Well, actually, the scenarios I just gave you were ways 
to hit targets totally by spending and totally by revenue. So, I did 
give you sort of the two extremes there. 

Senator Tester. All right. And you are not on this side of the 
dais, but if you were on this side of the dais, would you be looking 
at both or would you just be looking at spending cuts or tax in- 
creases? 

Mr. Hall. Well, again, it is — as a CBO Director, it is not my job 
to recommend policy. I will talk to you about the possible impact 
of specific things, and we actually have a document or two giving 
you some options and what the likely effects would be on how to 
improve the budget situation. 

Senator Tester. Well, I appreciate that, although I was hoping 
for a better answer, a more direct answer, but that is the way it 
is. 

I want to just say that I think the debt is very important to han- 
dle. I think the American people are very concerned about this. I 
hear about it every time I go home. Every time I go home, I hear 
about this. And, I think that if we are able to work together, as 
I said earlier, in a bipartisan way, we can come to solutions. But, 
it is going to require some revenue and it is going to require some 
cuts. So far, we have been cutting to the tune of four in dollars in 
cuts for every one dollar in increased revenue. I, quite frankly, do 
not think that is sustainable for a 21st Century economy. 

Thank you, Mr. Chairman. Thank you, Dr. Hall. 

Chairman Johnson. Thank you, Senator Tester. 

I do want to respond a little bit. If you want a 21st Century econ- 
omy, there are some pretty easy elements that we need to con- 
centrate on. For example, let us not artificially drive up the cost 
of energy. If you want to manufacture things, you need power. 
Cheap power is better than expensive power. Let us reduce the reg- 
ulatory burden instead of dramatically increase it, and let us sim- 
plify our tax system so we have pro-growth policies. Even with 
meager economic growth, we have increased revenue to the Federal 
Government since 2009 by more than $900 billion, with meager 
economic growth. 

Second point, the total cost of the wars since 2001 is probably 
under $2 trillion 

Senator Tester. You are not taking into account 
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Chairman Johnson. I am saying in terms of the effect on the 
budget deficit today. Less than $2 trillion. We have increased our 
debt by almost $8 trillion in just 6 years. So, yes, the wars are part 
of it, certainly not the answer. And in terms of infrastructure 
spending, totally agree. We should dramatically increase what we 
are spending on infrastructure for a 21st Century economy. The 
shortfall in the Highway Trust Fund is about $15 billion per year 
in an almost 4,000-billion-dollar-a-year budget. Can we not find 
$15 billion of lower-priority spending and let us spend it on a high- 
er priority? So, that would be my response to that. 

Senator Tester. My response to that would be we just came 
through the worst recession since the 1930s and that is what 
caused that $6 billion to go up, income going down, expenses to go 
up. The other thing is, is we just had a hearing here yesterday 
with a gentleman from your State that raised chickens, poultry in- 
dustry. Is that low priority spending? It depends on whose ox is 
being gored here. 

Chairman Johnson. And we are going to work to make sure that 
we take care of that situation, as well. That is why we had the 
hearing. 

Senator Tester. Oh, I know. But, what I am saying is, is that 
it was important, and the fact is that somebody living in the mid- 
dle of downtown Miami might say, the subsidies we give to crop in- 
surance is just not important. 

Chairman Johnson. No, again, I was not saying that was lower 
priority. We can find $15 billion of lower priority spending. 

I believe it is Senator Ernst. 

Senator Ernst. I am not able to stay. 

Chairman Johnson. Sorry about that. Senator Booker. 

Senator Booker. I am on the same thing, sir, so unfortunately, 
I have to go. 

Chairman Johnson. Senator Carper. I have plenty of questions, 
so 

Senator Carper. Dr. Hall, the first question I have for you is 
how is it going? 

Mr. Hall. It is going well. If you mean the budget, it is con- 
cerning. 

Chairman Johnson. It is a mess. 

Senator Carper. People ask me, not all the time, but quite a bit, 
what keeps me up at night, and I am the senior Democrat on this 
Committee and we focus a lot on cyber attacks and all kinds of at- 
tacks on our country, lone wolves. Those are the kind of things that 
keep me up at night. 

Same question for you. What keeps you up at night, at least on 
the professional side? 

Mr. Hall. Oh, on the professional side, it is sort of my job, is 
making sure that you have the information you need, Congress has 
the information it needs to make some tough decisions every day. 

Senator Carper. I have a couple of questions that I want to read, 
and then a couple of questions I just want to, like, ask off the top 
of my head. I will take this one that my staff has been good enough 
to provide for me. 

But, if you go back a couple of years — I want to ask about long- 
term forecasts. It is important for us to, of course, plan for the fu- 



18 


ture and make sure the policies that we put in place, they make 
sense and they are affordable, not just for now, but for the long 
run. 

But, if someone in 1985 attempted to project our economic and 
Federal budget outlook like this year, in 2015, I think even the 
best models could never have accounted for so many factors that 
have since played a part. We had no idea in 1985, for example, that 
the Internet would exist, that what happened on 9/11 would come 
about, the war in Afghanistan, two wars in Iraq, the rise of China 
and India, the 2008 financial crisis, the Great Recession would 
happen. A projection made in 1985 would have failed even to ac- 
count for the savings and loan crisis that began the following year 
that some of us lived through. 

My question would be, how do we strike the right balance here? 
Knowing that there are so many unknowns, how do we strike the 
right balance? 

Mr. Hall. Well, that is difficult, and, I think one of the things 
that we strive to do is give you our best estimate. We all know it 
is probably not going to be right, but we also try to give you some 
idea of what sort of uncertainty is there. 

For example, in the long-term budget outlook report, we go 
through some scenarios where we change the mortality rate, where 
we change productivity, it is higher or lower than it has been his- 
torically. We change ranges of interest rates and et cetera to give 
you some idea of what sort of range of outcomes you really could 
have 25 years from now, besides our point estimate. And, that is 
to make exactly this point, that things change. It is very hard to 
predict the outcomes. 

But, I think one of the things that we are in a position of saying, 
though, is under almost any reasonable sort of scenario, the Fed- 
eral debt 25 years from now is going to be at a very high level and 
we are headed on a path where it will be unsustainable under just 
about any of these scenarios under current law, no matter what 
reasonably happens to productivity or reasonably happens to inter- 
est rates, and that is part of our message today. 

Senator Carper. OK. Thanks. I think we would all agree that 
some level of debt is reasonable and running a deficit is sometimes 
necessary. I always — the two most common words we hear about, 
in times of war, in an economic recession to try to prime the pump 
and get the economy moving. How would you explain to the Amer- 
ican people the difference between, say, reasonable debt and unrea- 
sonable debt — or unreasonably high levels of debt? 

Mr. Hall. Sure. Well, it is a complicated thing. It is one of the 
reasons that it is so hard to talk about this. And, I would suggest 
they think about themselves, they think about businesses, is it OK 
for a household to run debt? Well, yes. How much debt is too much 
debt? It is not easy to say. It depends upon how big the household 
is, what the household’s prospects are. But, at some point, if a 
household or a business works up debt, it gets to a level where 
there is a real concern that it is not sustainable. But, that is sort 
of a way to think about it. 

So, there is no easy, hard and fast rule about how much debt is 
too much debt because you cannot say that. You cannot look at 
Starbucks and say, how much debt is too much debt for Starbucks, 
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because you have to look at a lot of things and investors have to 
make a decision. That is sort of the same thing here for the United 
States. There is nothing wrong with a running debt, but at some 
point, you have to think about is the debt too much? Is it getting 
to where it is going to be very difficult to pay it back over time, 
and I think that is what we are pointing out, is that we are getting 
to a level where it is getting very high and it is going to be very 
difficult to pay it back if we keep our current trends. 

Senator Carper. I am not going to be able to make a perfect 
analogy here, but I am going to try. Say you have, on the one hand, 
you have a family, and they are trying to decide what to spend 
their money on, and if they do not have enough to — for example, 
one of the spouses or both the spouses want to go back to school, 
and maybe one spouse will work full time the other spouse go back 
to school and get a better education, be able to get a better job, or 
maybe they want their kids to be able to go to school finish school 
and be more — not just more productive, but actually be able to 
raise their income, too, or maybe have a choice to want to be able 
to get to work and you have to go work someplace where you can- 
not take transit, so maybe you invest in a car. 

Those are investments that are designed to enable a family to in- 
crease their income. But, when you think about the Federal Gov- 
ernment spending money — and the family, they could decide to 
spend their money to go on a vacation to Hawaii instead of invest- 
ing in the kinds of things we talked about. In the Federal Govern- 
ment, we can invest in things that actually enhance our long-term 
economic growth or not, and one of the things I focus on a lot, as 
my colleagues know, is making sure we are making smart invest- 
ments in transportation infrastructure, because there is a big pay- 
off there. What are some things that we ought to be investing in? 
What are some things that we ought to be investing in that maybe 
we are doing enough of, or maybe not enough of, that will help 
grow our economy? 

Mr. Hall. Well, I am in a position where I cannot give policy ad- 
vice, but it is certainly true that the type of spending the govern- 
ment had has an impact. One of the things that I think is very in- 
teresting about our long-term budget outlook is that if you look 
under current law and go forward, spending on everything else be- 
sides the Social Security and health care goes down to a low level, 
and it is still unsustainable. 

So, my point is that, to a large degree, the big problems here are 
crowding out perhaps the sort of spending that you are talking 
about, which can help support economic growth. So, that is sort of 
part of the message here, I think, that spending on things like that 
can be worthwhile, but you have to consider, especially if you are 
going to pay for it with debt, is it going to have an impact on the 
economy that you want it to have if you are paying it with debt 
versus something else. 

Senator Carper. All right. Good. Thanks. 

Chairman Johnson. Senator McCaskill. 
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OPENING STATEMENT OF SENATOR MCCASKILL 

Senator McCaskill. Thank you. 

I do think it is frustrating, because I think there are a lot of mis- 
conceptions in America about the budget process and the difference 
between a deficit and a debt 

Mr. Hall. Right. 

Senator McCaskill [continuing]. And the difference between 
austerity and stimulus from an economic perspective. There were 
a lot of hysterics around the stimulus, but if we look at the data, 
I think you would agree, Doctor, that the data show the countries 
that engaged in stimulus did a much better job of navigating out 
of the hole than those countries that went with an austerity pro- 
gram. Would that be an accurate description of the growth in the 
various nations, based on the policies they embraced after we fell 
off the cliff? 

Mr. Hall. Well, CBO has weighed in, and there is a consensus 
in the economics profession that the stimulus did have an effect on 
economic growth 

Senator McCaskill. A positive effect. 

Mr. Hall. Yes. 

Senator McCaskill. But, it is counterintuitive that, when the 
government is in a bad place because of an economic downturn, 
that it spends more money, I mean, because all of us in our 
homes 

Mr. Hall. Right. 

Senator McCaskill [continuing]. If you are having a bad time, 
you spend less money. So, it is one of those things that is frus- 
trating, because I think it is complicated 

Mr. Hall. Right. 

Senator McCaskill [continuing]. For people to step back and re- 
alize that stimulative spending is, in fact, a positive for the econ- 
omy, and, in fact, I think that you would agree, there is a robust 
debate among the economic community now as to whether or not 
the stimulus was large enough. 

Mr. Hall. Right. Yes, that is true, and let me sort of pivot back 
to the budget issue, in my mind. The debt has gotten so large, and 
under current law it is going to get so large, our ability to respond 
to a future crisis like this is going to be very limited because we 
have worked up so much debt. And that is one of the concerns, I 
think, about having such a large debt, is this sort of uncertainty 
and what could happen with the economy, what could happen with 
a number of things. So, there is risk involved with having debt this 
high. 

Senator McCaskill. So, on the debt, one of the frustrating 
things as we look at public policy is that we look at the scoring and 
we try to figure out what it is going to cost. But, you all, for a lot 
of legitimate and valid reasons, do not ever score the positives of 
policies — for example, prevention. There is no question that several 
things contribute to lower health care costs, including spending 
more money on activities that help prevent illness. But, of course, 
that is never scored. 

Another example would be what we save by having everyone 
have some skin in the game. By that, I mean the Cadillac policies 
where nobody has to go in their pocket for anything and they see 
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their health care as free, as opposed to people who have deductibles 
and copays, what impact that has on, ultimately, the amount of 
what health care costs are in this country. 

I mean, those are two examples. I could give you a lot of other 
examples. Could you speak to the failure to quantify the money we 
save with public policy that prevents the spending of money and 
to calculating only how much money we are spending. 

Mr. Hall. Well, when we score things, we do try to take that 
into account when there is sufficient evidence, where there is some 
good research and we can 

Senator McCaskill. Give me an example of where you have. 

Mr. Hall. I can tell you on something we are working on. We 
have not gotten there yet, but we are looking very hard at the issue 
of obesity. We have been asked to look at the effects of obesity on 
health and et cetera going forward. That has turned out to be a 
very difficult thing to sort of quantify, as to whether that has an 
effect that is measurable in a budget. But, that is something, actu- 
ally, where 

Senator McCaskill. But, we know it does. 

Mr. Hall. Well 

Senator McCaskill. It is just quantifying it is hard, right? 

Mr. Hall. Quantifying it is hard, and the research is not as 
straightforward as you might hope. But, we are working on that. 
We may get there 

Senator McCaskill. Not if you take into account the onset of 
adult diabetes and what we are spending. I mean, all you have to 
do is turn on the TV. Every third ad is for a blood monitor, all of 
which we are paying for, right? 

Mr. Hall. Right. And, like I say, if we can work out some solid 
estimates and solid evidence that that is actually true, then that 
will play into what we do. 

Senator McCaskill. So, can you give me an example where CBO 
has taken into account money that we will save by preventing cer- 
tain activities or changing people’s behavior? 

Mr. Hall. Can I get back with you on that? I am sure we can 
dig up something 

Senator McCaskill. Because I have always been told, “well, we 
cannot — that does not count”, and certainly on the health care 
bill 

Mr. Hall. Right. 

Senator McCaskill [continuing]. They did not count anything for 
the prevention, and there is obviously a lot of prevention now that 
is occurring, because people are not having to go in their pocket for 
prevention. They are able to go and get avasectomy 

Mr. Hall. Well, we are happy to write up something on our 
views on that. 

Senator McCaskill [continuing]. Mammograms and so forth 

Mr. Hall. Right. 

Senator McCaskill [continuing]. Without having to pay for 
them, and I do not think that that was ever taken into account, 
even though the health care bill did say it was going to bring down 
the deficit, and it has, has it not? 

Mr. Hall. Well, yes, our forecast is — that is right, that the ACA, 
on the whole, does do that. 
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Senator McCaskill. OK. Great. Thank you, Mr. Chairman. 

Chairman Johnson. Thanks, Senator McCaskill. 

I do want to address a little bit in terms of stimulus. What you 
spend money on is pretty important, correct? 

Mr. Hall. Yes. 

Chairman Johnson. I mean, there is no doubt that if you spend 
a lot of money, that is going to stimulate the economy. But, if you 
spend it on consumption versus, let us say, infrastructure 

Mr. Hall. Right. 

Chairman JOHNSON. Do you know, out of the $800-whatever bil- 
lion stimulus how much of that was actually spent on something 
we would consider infrastructure — highways, bridges, that type of 
thing — versus just getting pumped into, for example, city and State 
Governments? 

Mr. Hall. I do not know that. 

Chairman Johnson. It is pretty small, though, is it not? 

Mr. Hall. I do not 

Chairman Johnson. The best estimate I have been able to get 
out of staff is about $50 billion into what I would consider infra- 
structure. 

Mr. Hall. Right. 

Chairman Johnson. I want to go back to debt burden and how 
much you can really carry, because you are right. It totally depends 
on the circumstance. In a growing organization, you take on a lot 
more debt because you are going to be a lot bigger in, 5, 10, 15 
years. Does it not really come down to debt service, though, in 
terms of whether you can afford it, and is that not what we are 
facing right here, is because we are at such historically low interest 
rates, we are not really feeling the full economic brunt of this enor- 
mous increase into our debt, where we are keeping those interest 
rates artificially low and we are able to service for the time being, 
but at some point in time, that is going to stop, correct? 

Mr. Hall. That is right, and that is in our 25-year forecast. We 
do have interest rates moving back to more historic levels. 

Chairman Johnson. To what level? 

Mr. Hall. I think we have the Treasury 10-year at something 
like 2.3 percent. I would have to look that up to make sure. 

Chairman Johnson. OK. I think right now, as Senator Enzi was 
saying, I think our total borrowing cost is about under 2 percent. 
Historically, what we were looking at is about 5.3 percent, overall 
average interest rate that the Federal Government is paying on its 
debt. 

Mr. Hall. Right. 

Chairman Johnson. So, I think your estimate is about 4.7 per- 
cent, so still under that 50-, 60-year average. 

Mr. Hall. Oh, right. Yes. The 4.7 percent is the net interest 

Chairman Johnson. Right. 

Mr. Hall [continuing]. Is 4.7 percent of GDP 

Chairman Johnson. But, basically nominal. That includes infla- 
tion, that type of thing. 

Mr. Hall. Correct. That is right. 

Chairman Johnson. OK. One thing you do not include in your 
forecast is another recession, correct? 

Mr. Hall. That is right. 
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Chairman JOHNSON. I just had staff quickly give me a note on 
how frequently we have recessions, and dating back to the 1960s, 
it is about a 9-year, then 3-year, 5-year, 10-year, 10-year, 8-year in- 
terval. As an economist, that is about right. Every 10 years or less, 
we are having another recession, correct? 

Mr. Hall. That is right. 

Chairman Johnson. So, again, your long-term projections, I un- 
derstand you cannot project out a recession, but we can, based on 
the past, you can pretty well assume that there will be recessions, 
maybe three or four or more of those over the next 30 years. 

Mr. Hall. Unfortunately, that is probably 

Chairman JOHNSON. And that will make the numbers, the $103 
trillion, even worse. 

Mr. Hall. Well, that is right. We try to work in the long-run 
averages through a recession. So, you get some idea of a recession 
and then recovery, what it averages through that. But, there cer- 
tainly is risk if there is a recession. 

Chairman Johnson. And, as Senator Enzi was alluding to, as 
well, part of the problem we have in terms of getting this under 
control is so much of the Federal budget is on automatic pilot, that 
we really only appropriate about a trillion dollars out of what is ap- 
proaching a $4 trillion budget, is that not correct? 

Mr. Hall. Yes. 

Chairman Johnson. And, so, we do not have a whole lot of room 
to maneuver on an annual basis in terms of adjusting those things 
because these are programs that are termed entitlement programs, 
and if you qualify, it gets automatically spent. 

Mr. Hall. Yes. 

Chairman Johnson. I want to talk a little bit about the dif- 
ference between total debt and debt held by the public. What is ex- 
cluded from debt held by the public versus total debt, which right 
now is over $18 trillion total debt? 

Mr. Hall. Right. The idea here is that debt that is held by other 
parts of government is not included in debt held by the public, and 
the reason, at least, we focus on debt held by the public is this is 
the stuff that has economic impact. One part of the government 
owing money to another part of the government does not really im- 
pact the economy like owing to 

Chairman Johnson. It is not external debt, but it is a debt of 
the — for example, the biggest element of that is really Social Secu- 
rity Trust Fund, correct? 

Mr. Hall. Yes. 

Chairman JOHNSON. And that is about $2.77 trillion worth, cor- 
rect? 

Mr. Hall. I think that is right, yes. 

Chairman Johnson. Now, to the Trust Fund, that Trust Fund 
holds about $2.77 trillion of U.S. Government bonds, correct? 

Mr. Hall. I think so. 

Chairman Johnson. So, again, that is an asset to the Trust 
Fund, right? But, what is a U.S. Government bond — what is it 
called to the Treasury? A liability, correct? 

Mr. Hall. Right. 

Chairman Johnson. Now, coming from the business world, if you 
are talking about one overall organization like the Federal Govern- 
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ment, you would consolidate the books. So, when you consolidate 
the books of the Federal Government and you look at a $2.77 tril- 
lion asset in the Trust Fund versus a $2.77 trillion liability in 
Treasury, what does that net out to? Can you say it? 

Mr. Hall. Can you run it by me once more 

Chairman Johnson. OK. A $2.77 trillion asset in the Trust Fund 
of U.S. Government bonds is a $2.77 trillion liability to Treas- 
ury — 

Mr. Hall. It zeroes out, yes. 

Chairman Johnson. It nets to 

Mr. Hall. Zero. 

Chairman Johnson. Zero. So, the Trust Fund, the Social Secu- 
rity Trust Fund, in terms of a financial value to the Federal Gov- 
ernment, is equal to zero, correct? 

Mr. Hall. Right. Yes. 

Chairman Johnson. It is just an accounting convention. It is a 
bookkeeping 

Mr. Hall. Right. 

Chairman Johnson. OK. So, I want to just go through what hap- 
pens now that we are actually paying out more in benefits that we 
are taking in the payroll tax. What is currently happening is the 
interest on those bonds are still being paid into the Trust Fund and 
the interest is covering the deficits currently. But, in a few years, 
the interest payments will no longer cover the expanding deficit in 
Social Security. So, the Social Security Trust Fund is going to have 
to start cashing those bonds in to the Treasury, correct? 

Mr. Hall. Yes. 

Chairman Johnson. So, they will take a bond, maybe $100 bil- 
lion if that is the shortfall, give it to the Treasury, the Treasury 
will give them $100 billion to pay out benefits. But, how does the 
Treasury get that $100 billion? 

Mr. Hall. They borrow it from somebody else. 

Chairman JOHNSON. They borrow it. So, I guess, from my stand- 
point, the debt held within these agencies is an obligation. I realize 
we do not recognize it as such because, I think by Federal law, we 
really do not have to — we are really not obligated to make Social 
Security payments. Social Security is really not a pre-funded retire- 
ment fund. 

Mr. Hall. Right. 

Chairman Johnson. We did not really take those funds in and 
put those into an account for an individual taxpayer, correct? We 
brought that money in. We spent it. And in its place, we issued a 
U.S. Government bond. In a previous hearing, we actually had the 
Trust Fund. We have a picture of it. We did not bring it today. It 
is a four-drawer file in Parkersburg, West Virginia. That is what 
politicians from both parties are telling the American people, look- 
ing them straight in the eye and lying to them, saying that that 
is going to fund Social Security deficits for the next 20 or so years. 
It does not do that, does it? 

Mr. Hall. No. 

Chairman Johnson. No. So, the Trust Fund is a fiction. By and 
large, the Trust Fund is a fiction. It has no financial value to the 
Federal Government. 
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Now, had we — just real quick — had the Federal Government ac- 
tually taken those surpluses and invested those in assets outside 
the Federal Government, for example, maybe a Dow Jones stock 
index fund, those would be a real hard asset that then the Trust 
Fund could actually cash those in and a different entity could have 
paid that and that actually would be funding benefits. But, that is 
not what happened, right? 

Mr. Hall. Right. 

Chairman Johnson. We took the money and we spent it. It is 
gone. And all we have in place of it is a piece of paper that basi- 
cally says, $2.77 trillion. OK. We will be exploring this in far great- 
er detail in a future hearing. Senator Carper. 

Senator Carper. Thank you. 

I want to go back to the analogy of the family trying to figure 
out how to spend their money. Say you have a family that is rent- 
ing. They were trying to decide whether to buy or just to continue 
to pay rent payments, and mortgage payments are maybe attrac- 
tive — or mortgage rates are attractive, so they are tempted to actu- 
ally buy a house, and they finally decide maybe that is in their best 
long-term interest. 

We rent a lot of space, as you know, in the Federal Govern- 
ment — a lot of space — and we sometimes wonder, well, maybe 
should we just go ahead and buy something or build something? 
Would we be better off? Would the taxpayers ultimately be better 
off? And, I think there is a lot of reason to say, yes, we would, and 
it is just not my conjecture, but folks a whole lot smarter than me. 

I think it was the Government Accountability Office (GAO) 
who — or maybe it was the General Services Administration 
(GSA) — but on the issue of Homeland Security, Department of 
Homeland Security continuing to rent space all over kingdom come. 
They rent a lot of space, and, it is a big agency, huge, dozens of 
agencies that are part of it. They are far-flung across this area and, 
really, across the world. But, they are trying to consolidate in one 
area, not all the Department, but big pieces of the Department. 
Former Secretaries Tom Ridge, Judge Chertoff, Janet Napolitano, 
all said in terms of actually managing the Department, it makes 
a whole lot of sense. 

But, we are also told by GSA that if they do that consolidation 
and we build, that over the next 30 years, we will save taxpayers 
over a billion dollars. But, yet, we continue to rent space, lease 
space as opposed to buying or building. 

What can we do in order to better ensure we make smarter deci- 
sions when it comes to acquiring space, paying for space? What do 
we need to do on our legislative side? My sense is that your hands 
are tied because when we try to buy or build, it does not score well 
because we have to account for everything up front as opposed to 
paying for renting something for 30, 40 years. What can we do to 
help make sure we just use some common sense here? 

Mr. Hall. Well, I suppose it is making the decision about it, ob- 
viously. It is understanding what the cost and what the extra cost, 
or not extra cost will be of buying versus renting, that sort of thing. 

Obviously, in terms of scoring something like that, that is some- 
thing that we do routinely. We do not constrain anybody in that. 
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We just are trying to be clear what is going to be the impact of 
spending on something like that. 

Senator Carper. Well, the way that the scoring occurs now, 
when the agency can clearly demonstrate — GSA said an agency can 
clearly demonstrate that a lot of money is going to be saved for tax- 
payers if we buy or build as opposed to continue renting, but yet 
we continue to rent or lease. Is there something that we need to 
do at the legislative branch in order to make sure we use some 
common sense, or enable you and your folks to use some common 
sense here? 

Mr. Hall. I do not think I have any advice on that, to be honest. 
It is something, I suppose, if you are interested in us following up 
on something like that, on likely the scoring impact of that sort of 
thing, we can talk about that in a Q and A afterwards, if you would 
like. 

Senator Carper. Good. All right. Well, this is one I have been in- 
terested in for a while, so I will look forward to that conversation. 

Senator McCaskill was over here talking about prevention and 
that sort of thing. Major health care cost drivers, there are a lot 
of them, but among those major drivers are obesity. Among the 
drivers are dementia. I think we have about five million people 
that are suffering from Alzheimer’s disease, dementia today. That 
number is expected to grow. I used to think the drivers in Medicaid 
were, like, women and children. As it turns out, I am told maybe 
three-quarters of what we spend in Medicaid these days are for 
folks, older people in nursing homes, a lot of whom have dementia. 

Another health care cost driver is end-of-life care. We spend a 
huge amount, as you know, in the last 6 months of our lives. In 
some cases, people maybe do one of these advanced care directives 
or, stipulating what kind of care they would like to have in the last 
months or years of their life and they find that if they are in, like, 
a hospital, then they are fine, but if they get transferred to a dif- 
ferent facility, there is no portability of that directive. 

I work out. I love to work out every day of my life, almost, and 
one of the places I work out is the YMCA back in Delaware, and 
there is a woman who works out there from time to time and I was 
talking to her. She is in great shape. I think she is in her 50s. She 
is in terrific shape. I asked her if her parents were also, like, really 
in good physical shape, and she said that they are deceased. I said, 
really? What happened? And she said her mom died of colorectal 
cancer, and I said, how old, and she said, like, in her 50s. And, I 
said, why? She said, she just did not want to get those screenings. 
They just did not like to do them. They were just uncomfortable, 
unpleasant, and she would rather than do that just take her 
chances. She died, a miserable death, too, I might add. 

One of the things we did in the Affordable Care Act is we basi- 
cally tried to make sure people get their screenings, whether it is 
colorectal, whether it is prostate, whether it is breast, but I do not 
know that we always score those, and in the end, we know we save 
a lot of money. But, the score is not encouraging for us to do what 
in the end saves money. 

Could you just comment on what we need to do to change that? 

Mr. Hall. Well, actually, if you like, I think I mentioned this to 
Senator McCaskill, that if you like, we can followup with some de- 
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scription of how we score things like that and what sort of process 
we go through in looking at how to score something like that. 

Senator Carper. OK. The last one I would ask, just briefly, GAO 
has finally put on their High-Risk List the issue of climate change. 
They pointed out that enhancing resilience in communities may 
carry some up-front costs but could reduce the damages in the fu- 
ture by a lot. How should CBO factor into its analysis the growing 
costs of climate change to the economy and the Federal budget? 

Mr. Hall. We actually have done a little work on that. 

Senator Carper. Have you? 

Mr. Hall. Yes, we have. We have looked at estimates of in- 
creased hurricanes and drawn that sort of a trend and it does have 
an impact on GDP. It is not a big impact on GDP. In fact, I think 
we have a little discussion, actually, in this report on that. And, 
the reason it does not have a big budgetary impact, of course, is 
because the shared economy that is spread along the coast is not 
that big and the ag effects can be kind of mixed, because you can 
actually have an agricultural boost somewhere else where you have 
it on a negative. 

But, we do have that — we do have some discussion on that, and 
we are, in fact, doing some more detailed work on the impact of in- 
creased hurricanes and maybe rising sea level. So, we will actually 
have some work on that pretty soon. 

Senator Carper. Good. Well, we look forward to that. Thank you. 

Thanks very much, Mr. Chairman. 

Chairman Johnson. Thank you, Senator Carper. 

By the way, to both you and Senator McCaskill, if you are look- 
ing for an ally, there is a concept out there, the cure strategy, 
which I think is exactly the direction we should be going on. 

As a fiscal conservative, I think it is money really well spent to 
try and cure diseases, and what I would love to do is get a commit- 
ment of CBO to really take a look at some of the projections, for 
example, on how much we are going to be spending on Alzheimer’s 
if we do not come up with a cure. What is the current cost of just 
diabetes, those types of things. 

I think it is kind of hard to — in my guess, it would be very dif- 
ficult to project prevention, and say, if you do this — but we can cer- 
tainly have a pretty good hard number on what we are spending 
treating diabetes, what we are spending treating Alzheimer’s, and 
then do the demographic projection in terms of how many, with the 
aging population, what that is going to cost. I know the Alzheimer’s 
Association has done those types of things. So, I think those are ex- 
tremely good numbers and the types of information you would need 
to help direct action, which kind of gets us back to the point we 
were making in this Committee. 

It is really about how do we simplify how we project, how we 
communicate those projections. It is about providing information, 
not relying on demagoguery anymore, because the only way we are 
going to solve these problems is, again, lay out the information, lay 
out the facts, have a very unbiased, nonpartisan intermediary, ar- 
bitrator of the information so that we are not sitting and battling 
over, well, this is my figure, that is your figure, but we can kind 
of come together and go, OK, let us at least first agree on the fig- 
ures as best we can, understand what underlies them. 
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So, again, I am hoping that, we have reported a lot of pieces of 
legislation. We have come to CBO in the past looking for scores. 
I know you are busy. I am hoping you are valuing this, and I hope 
you understand the direction I am trying to go here. Let us sim- 
plify things. Let us get information to the American public. Let us 
get information to policymakers so that we are on the same page. 

So, I certainly am looking for a commitment out of CBO to, with 
what limited resources you have, and on a prioritized basis — and 
we are not going to overburden you. I am very sympathetic from 
that standpoint. But, I really would like a little bit more help in 
terms of getting scores on some of these things and work with you 
to, again, prioritize what our requests are. Is that fair enough? 

Mr. Hall. Sure. Yes. 

Chairman Johnson. Just two quick final questions. I want to go 
back a little bit on debt and serviceability of it. Do you have any 
sense — if you do not, let me know and we will submit it as a ques- 
tion to the record — what our current maturity level is of our cur- 
rent Federal debt versus prior years and what the recommendation 
would be going forward of trying to extend that, take advantage of 
these low interest rates? Can you comment on that? 

Mr. Hall. I cannot, but I am happy to followup. 

Chairman Johnson. OK. I think that is pretty important. I 
would like to see where we used to be, where we are today, because 
my sense is we have really shortened that maturity time period 
pretty dramatically to take advantage of these very low short-term 
interest rates when what we maybe ought to be doing is really try- 
ing to go as long as possible without driving up the interest rates 
themselves by having a great deal of demand. 

The other thing, again, this might be picked up in our follow-on 
hearing on Social Security, but do you know what current law is 
when we no longer have those bonds and that accounting conven- 
tion runs out with Social Security benefits? Do you know what ac- 
tually happens according to current law if we do not do something? 

Mr. Hall. Uh 

Chairman Johnson. We are facing that with the Social Security 
Disability Trust Fund 

Mr. Hall. Right. 

Chairman Johnson [continuing]. In the next year or two, cor- 
rect? 

Mr. Hall. That is right. Yes, that is right. The Disability one is 
pretty quick. It is fiscal year (FY) 2017. No, I do not know what 
the current law is on that. I think we sort of assume that money 
is put in there 

Chairman Johnson. Something is going to happen. I have heard, 
and again, it is very difficult for us — I have heard that, basically, 
what ends up happening by current law is benefits would be re- 
duced to equal the revenue generation, but I cannot get a real han- 
dle on that, so I cannot say that definitively at all, but if you could 
check on that, we are going to certainly bring in some experts on 
Social Security to find out what is the law if we just put our heads 
in the sand on this, which is something I do not recommend we do. 

But, again, Dr. Hall, I really do appreciate your testimony, the 
time you have taken today, and I really, in all sincerity, I want to 
work with you, because your agency is so critically important to get 
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that information out there for the American public to understand 
the depth of these issues, because, as Senator Enzi was saying, the 
sooner you address these problems, the less painful the solutions 
will be. 

So, with that in mind, this hearing record will remain open for 
15 days, until July 24, at 5 p.m., for the submission of statements 
and questions for the record. 

This hearing is adjourned. 

[Whereupon, at 11:26 a.m., the Committee was adjourned.] 
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As submitted for the record: 

Good morning and welcome. 

Today’s hearing is the first in a series that will focus on describing and defining America's 
long-term fiscal situation. Over the past week, the world has watched the inevitable next 
step unfold as Greece is forced to come to terms with the fact that the government benefits 
promised to Greek citizens exceed its government’s ability to pay. No one can predict the 
end result, but almost everyone admits that Greece's current welfare model is 
"unsustainable.” 

"Unsustainable" is a word we have consistently heard from multiple government officials 
and financial experts in congressional hearings as they describe America's current fiscal 
path. Few would argue that the current fiscal path is sustainable, and yet very little has 
been done to address our long-term financial problem. Why? 

One reason is that basic human nature often leads to procrastination and the avoidance or 
denial of unpleasant realities. People prefer to be optimistic and tend to convince 
themselves that somehow they will be able to conjure up some way out of a bad, or even 
impossible, situation. 

This kind of "can do" attitude is admirable when it results in real solutions. It can be 
disastrous if it prevents us from taking the first step in solving any problem, which is 
actually admitting we have one. 

Another reason is that for decades, the professional political class has not been honest and 
forthright with the American public. How many times have we heard - on a bipartisan basis 
- that Social Security is financially solvent until the year 2033? That may be considered 
true if we isolate the Social Security trust funds from the federal government as a whole. 

But it is misleading at best: the trust funds' Treasury bond assets are an offsetting liability 
to the U.S. Treasury, with a net financial value to the federal government of exactly zero. 

Or how about statements by the president of the United States that Medicare "only requires 
modest reforms"? The Urban Institute shows that for every dollar that gets paid into the 
Medicare systems, three dollars get paid in benefits. As a result, and as we will show today, 
over the next decade, Medicare is projected to pay out $34 trillion more in benefits than it 
takes in through payroll tax revenue. When the facts are known, I think most Americans 
would agree with me that Medicare needs far more than "modest reforms" if it is to be 
saved for future generations without further mortgaging our children's future. 


(31) 
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And that is the objective of today's hearing. What facts must be known, and how do we 
make those facts as understandable and indisputable as possible to the American people? 

As much as 1 appreciate the Congressional Budget Office's work at developing and 
publishing long-term financial projections, the fact that so few Americans truly understand 
the depth of our financial predicament provides strong evidence the information the CBO 
provides is neither adequately understandable nor effectual. That must change. It is 
critically important a respected nonpartisan agency be able to accurately describe the 
depth of our fiscal challenges so voters and policymakers can make fully informed 
decisions. 

To that end 1 have developed a one-page financial statement for the federal government, as 
well as the relevant definition and time frame of our 30-year demographic challenge. 1 
offered, and obtained unanimous support for, two amendments to the FY2016 federal 
budget resolution requiring CBO to provide this information in its published reports. Some 
progress was made, but more work needs to be done to accomplish the stated objective. I 
look forward to Director Hall's testimony and will enjoy working with him to provide the 
American people this important information in a more understandable and relevant 
format. 

### 
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Statement of Ranking Member Thomas R. Carper 

"Understanding America ’s Long-Term Fiscal Picture ’’ 

July 9. 2015 


As submitted to the record: 

I'd like to thank Chairman Johnson for holding this hearing today, and also welcome our new 
Congressional Budget Office (CBO) Director Keith Hall to his first appearance before this 
committee. 

Earlier in my career, I served as Delaware State Treasurer to work in a bipartisan way with our 
Governor and others to address my state’s serious budget and financial challenges. We were the 
best in the country at the time at underestimating savings and overestimating revenues. 

Later as Governor, we were able to pass eight balanced budgets in a row. So I share the 
Chairman’s deeply-held interest in these issues, and also his concerns about our long-term fiscal 
situation at the federal level. 

For years, I have championed a three-pronged approach to deficit reduction that 1 believe would 
address our long-term budgetary challenges in a comprehensive and balanced way. 

First, we must make sensible changes to entitlements that preserve the promise of these programs 
for generations to come. Next, we need comprehensive tax reform that lowers rates while also 
raising revenues by broadening the base. And finally, we must look in every nook and cranny of 
the federal government to find savings for taxpayers. 

I once had someone say to me, T do not mind paying more taxes. 1 just don’t want you to waste 
my money.’ I think that’s a widely held sentiment, and one that this committee has tried to be 
responsive to over the years. 

In looking at our long-term budget picture, there are a couple of points I would like to highlight. 
The first is that the long-term picture today looks a lot better than it did a few years ago. In 2009, 
our deficit ballooned to $1.4 trillion following the financial crisis and Great Recession. That was 
almost 10 percent of GDP at the time. 

According to the CBO, our projected deficit for this fiscal year is $486 billion — or 2.7 percent of 
GDP. I’d like that number to come down even more. However, it’s important to note, as CBO 
has, that 2.7 percent of GDP is identical to the 2.7 percent that deficits have averaged over the 
past 50 years. 

How have we been able to bring the deficit down so much in just a few' short years? Economic 
growth has certainly helped. The private sector has added 12.8 million jobs in the last 64 months. 
But most significantly, we have confronted the single largest budgetary threat has faced in recent 
years: the rising cost of health care. 
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The Affordable Care Act (ACA) has not only expanded health care coverage to millions of 
uninsured Americans, but has proven to be a significant deficit reduction measure. In fact, CBO 
recently estimated that repealing the ACA would increase the deficit by over $353 billion over 
ten years. Repealing ACA in the second decade would add trillions of dollars to the deficit. 

The second point I would like to make about the long-term outlook is that Congress is missing 
some important opportunities that we know will be good for our fiscal health and our economy. 
For example, CBO estimated that the 2013 Senate-passed comprehensive immigration reform 
legislation would reduce federal deficits by about $200 billion over the first 10 years, and by 
about $700 billion in the second decade. 

CBO also projected that immigration reform would grow our GDP by as much as five percent 
over the next 20 years. Yet Congress still hasn’t taken action on immigration reform. 

Congress also needs to heed long-term projections about the importance of investing in 
transportation infrastructure. 

The McKinsey Global Institute has estimated that the federal, state and local governments must 
spend at least $1 50 million billion more a year on infrastructure through 2020 to meet the 
country's needs and maintain global economic competitiveness. But doing so would also add 
about 1.5 percent to annual economic growth and create at least 1 .8 million jobs. So that would 
be another win for the economy and our fiscal health. 

So, in addressing our long-term fiscal health. Congress undoubtedly has more tough choices 
ahead. But we also have plenty of opportunity to make smart choices that grow the economy and 
create jobs. 

Again, thank you Chairman Johnson for holding this hearing. Thank you Mr. Hall for being here 
today, and thanks to the team at CBO that does really outstanding analysis that helps Members of 
Congress understand the magnitude of the choices that we need to make to put our nation on a 
long-term path for fiscal stability. 


##U 
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Chairman Johnson, Senator Carper, and Members of 
the Committee, thank you for the opportunity to testify 
on the Congressiona! Budget Offices assessment of the 
outlook for the federal budget over the long term. My 
statement today summarizes The 2015 Long-Term Budget 
Outlook , which CBO released last month. 1 

Summary 

The long-term outlook for the federal budget has 
changed little since last year, according to CBOs projec- 
tions. If current laws remained generally unchanged in 
the future, federal debt held by the public would decline 
slightly relative to the economy’s annual output, or gross 
domestic product (GDP), over the next few years, CBO 
projects. After that, however, growing budget deficits — 
caused mainly by the aging of the population and rising 
health care costs — would push debt back to, and then 
above, its current high level. The deficit would grow from 
less than 3 percent of GDP this year to more than 6 per- 
cent in 2040. At that point, 25 years from now, federal 
debt held by the public would exceed 100 percent of 
GDP. (Federal debt is now equivalent to about 74 percent 
of GDP, a higher percentage than at any point in U.S. 
history except a seven-year period around World War II.) 

Moreover, in 2040, debt would still be on an upward 
path relative to the size of the economy. The rising debt 
could not be sustained indefinitely; the governments 
creditors would eventually begin to doubt its ability to 
cut spending or raise revenues by enough to pay its debt 
obligations, forcing the government to pay much higher 
interest rates to borrow money. 

One way to measure the long-term fiscal imbalance is to 
assess the changes in revenues or noninterest spending 
that would be needed to achieve a chosen goal for federal 
debt. For example, if lawmakers wanted debt in 2040 to 
equal its current level of 74 percent of GDP, they could 
increase revenues or cut noninterest spending, relative to 
outcomes under current law, by a total of 1.1 percent of 
GDP each year starting in 2016 — an amount equal to 
$210 billion in that year (see Figure 1). If they chose only 
to cut noninterest spending, that spending would have to 
be 5 Vz percent lower than CBO currently projects in each 
of the next 25 years. Alternatively, if they chose only to 
increase revenues, those revenues would have to be 
6 percent higher each year than projected. Reducing debt 


1 . Congressional Budget Office, The 2015 Long-Term Budget 

Outlook (June 201 5), www.cbo.gov/ publicarion/50250. 


to the average percentage of GDP seen over the past 
50 years (38 percent) would require changes in spending 
or revenues more than twice as large. 2 

Budgetary outcomes are uncertain, however. They would 
undoubtedly differ from CBOs projections — even if 
future tax and spending policies matched what is speci- 
fied in current law — because of unexpected changes in 
the economy, demographics, and other factors. Nonethe- 
less, CBOs analysis shows that the main implication of 
this testimony applies under a wide range of possible 
values for some of those factors. That is, if current laws 
remained generally unchanged, federal debt, which is 
already high by historical standards, would probably be at 
least as high as it is today and would most likely be much 
higher. 

What Is the Outlook for the 
Budget in the Next 10 Years? 

The economy’s gradual recovery from the recession, the 
waning budgetary effects of policies enacted in response to 
the weak economy, and other changes to tax and spending 
laws will cause the deficit to shrink in 201 5 to its smallest 
percentage of GDP since 2007, CBO projects — 2.7 per- 
cent, a much smaller percentage than the recent peak of 
nearly 10 percent in 2009. 3 Throughout the next decade, 
however, an aging population, rising health care costs per 
person, and an increasing number of recipients of exchange 
subsidies and Medicaid benefits attributable to the Afford- 
able Care Act would push up spending for some of the 
largest federal programs if current laws governing those 
programs remained unchanged (see Figure 2). Moreover, 
CBO expects interest rates to rebound in coming years 
from their current unusually low levels, raising the 
governments interest payments on debt. 


2. Changes in policy may have macroeconomic effects that feed back 
into the budget, altering budgetary outcomes. The estimated size 
of the policy changes just mentioned does not account for such 
effects. 

3. The projections in this testimony are consistent with CBOs 
March 2015 budget projections after adjustments are made to 
incorporate the effects of recently enacted legislation. The most 
important such adjustment was to incorporate the estimated effect 
of Public Law 114-10, the Medicare Access and CHIP {Children’s 
Health Insurance Program] Reauthorization Act of 2015, which 
became law on April 16, 2015. For information on the March 
baseline budget projections, see Congressional Budget Office, 
Updated Budget Projections: 2015 to 2025 (March 2015), 
www.cbo.gov/publication/49973. 
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Figure 1- 

The Size of Policy Changes Needed Over 25 Years to Make Federal Debt Meet 
Two Possible Goals in 2040 


Debt In 2040 to Equal Its 50-Year Average of 
38% of GDP... 


Debt in 2040 to Equal Its Current Level of 
74% of GDP... 


Would They Need to Increase Revenues or Reduce Noninterest Spending per Year? 


2.6% of GDP, 
which is equal to a 


14% t 


Increase in Revenues 


or 


13% ^ Cut in Spending 


1.1% of SOP, 

which is equal to 3 


0% 1 Increase in Revenues 

or 

5Vt% | Cut in Spending 


What Would That Increase in Revenues or Reduction in Noninterest Spending Amount to in 29167 

$480 billion, which is equal to $1,450 per person : $210 billion , which is equal to $850 per person 

What If the Changes Were Increases (of Equal Percentage) in All Types of Revenues? 


One effect in 2016 is that, on average, 

, 700 taxes 0n househo,<J s 

would be higher than under current law. 


■ +$750 


Values are for households in the middle fifth of the income distribution. 
Those taxes are projected to be $12,300 under current law. 


W! i at If the Changes Were Cuts (of Equal Percentage) in Ail Types of Noninterest Spending? 

One effect is that 

I -$2,400 initial Social Security benefits H QgQ 

would be lower than under current law, ’ 

Values are averages for people in the middle fifth of the lifetime earnings 
distribution who were bom in the 1950s and who would claim benefits at age 65. 

Those benefits are projected to be $18,650 {in 2016 dollars) under current law, 


Source: Congressional Budget Office. 

Notes: The values shown in this figure are relative to CBO’s extended baseline. The extended baseline generally reflects current law, following 
CBO’s 10-year baseline budget projections through 2025 and then extending the baseline concept for the rest of the long-term 
projection period. The sizes of the policy changes do not account for the macroeconomic feedback of the policies that might be 
changed or, in the case of the goal to reduce debt to 38 percent of GDR of the reduction in debt, 

GDP = gross domestic product 
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Figure 2. 

Increases in Spending and Revenues in CBO’s Baseline Between 2015 and 2025 



Total Increase in 
Spending: 

$2.4 Trillion 



Total Increase in 
Revenues: 

$1.8 Trillion 


Source: Congressional Budget Office. 

a. Consists of all federal spending other than that for the major health care programs. Social Security, and net interest. 

b. Consists of spending on Medicare (net of offsetting receipts), Medicaid, the Children’s Health Insurance Program, and subsidies offered 
through health insurance exchanges. 

c. Consists of excise taxes, remittances to the Treasury from the Federal Reserve System, customs duties, estate and gift taxes, and 
miscellaneous fees and fines. 


Budget deficits would not substantially increase at first, 
but eventually they would begin to rise. They would 
approach 4 percent of GDP toward the end of the 
10-year period spanned by CBO’s baseline budget projec- 
tions, the agency anticipates. Deficits over the entire 
period would total about $7.4 trillion. 

With deficits projected to remain close to their current 
percentage of GDP for the next few years, federal debt 
held by the public would remain at a very high level, 
between 73 percent and 74 percent of GDP, from 2016 
through 2021. Thereafter, the larger deficits would boost 
debt — to 78 percent of GDP by the end of 2025. 

What Is the Outlook for the 
Budget Through 2040? 

To analyze the state of the budget in the long term, CBO 
has extrapolated its 10-year baseline projections through 
2040, yielding a sec of extended baseline projections that 
span a total of 25 years. (Both sets of projections gener- 
ally incorporate the assumption that current law will 
not change.) Mainly because of the aging of the popula- 
tion and rising health care costs, the extended baseline 
projections show revenues that fall well short of spending 
over the long term, producing a substantial imbalance 


in the federal budget (see Figure 3). As a result, budget 
deficits are projected to rise steadily and, by 2040, to raise 
federal debt held by the public to a percentage of GDP 
seen at only one previous time in U.S. history — the 
final year of World War II and the following year (see 
Figure 4). 

The harmful effects that such large debt would have on 
rhe economy would worsen the budget outlook. The pro- 
jected increase in debt relative to the size of the economy, 
combined with a gradual increase in effective marginal 
tax rates (that is, the rates that would apply to an addi- 
tional dollar of income), would make economic output 
lower and interest rates higher than CBO projected when 
producing rhe extended baseline before considering those 
macroeconomic effects. Those effects would, in turn, feed 
back into the budget, leading to lower federal revenues 
and higher interest payments on the debt. (The harm that 
growing debt would cause to the economy was not fac- 
tored into CBO s detailed long-term budgetary projec- 
tions; those effects were projected separately. Therefore, 
they are generally not reflected in the discussion of the 
extended baseline elsewhere in this testimony, but they 
are addressed in Chapter 6 of The 2015 Long-Term 
Budget Outlook.) 
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Figure 3* 
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Source: Congressional Budget Office. 

Note: The extended baseline generally reflects current law, following CBO’s 10-year baseline budget projections through 2025 and then 
extending the baseline concept for the rest of the long-term projection period. These projections do not reflect the macroeconomic 
feedback of the policies underlying the extended baseline. 


In the extended baseline projections, before those feed- 
back effects are considered, federal spending rises from 
20.5 percent of GDP this year to 25.3 percent of GDP by 
2040 (see Table 1). (Its average over the past 50 years has 
been 20.1 percent.) The projected increase reflects the 
following paths for various types of spending: 

* Federal spending for Social Security and the 

government’s major health care programs — Medicare, 
Medicaid, the Childrens Health Insurance Program, 
and subsidies for health insurance purchased through 
the exchanges created by the Affordable Care Act — 
would rise sharply, to 14.2 percent of GDP by 2040, 
if current laws remained generally unchanged (see 
Figure 5 on page 7). That percentage would be more 
than twice the 6.5 percent average seen over the past 
50 years. The boost in spending is projected to occur 
because of the aging of the population; growth in per 
capita spending on health care; and, to a lesser extent, 
an increased number of recipients of exchange 
subsidies and Medicaid benefits attributable to the 
Affordable Care Act. 

■ The government’s net outlays for interest would grow 
to 4.3 percent of GDP by 2040, CBO projects. That 
percentage would be higher than the 2.0 percent 


average of the past 50 years, because federal debt 
would be much larger. 

■ In contrast, other noninterest spending— that is, 
spending on everything other than Social Security, 
the major health care programs, and net interest — 
would decline to 6.9 percent of GDP by 2040, 
which would be well below the 1 1.6 percent average 
of the past 50 years. 

Federal revenues would also increase relative to GDP 
under current law, but much more slowly than federal 
spending would. Revenues would equal 19.4 percent of 
GDP by 2040, CBO projects, which would be higher 
than the 50-year average of 17.4 percent. That increase 
would occur mainly because people’s income grew more 
rapidly than inflation, pushing more income into higher 
tax brackets over time. 4 


4 . One consequence is that individual income and payroll taxes as a 
share of income would grow for many households. For example, 
a married couple with two children earning the median income 
in 2014 and filing a joint rax return would have paid about 
1 6 percent of their income in individual income and payroll taxes. 
Under current law, a similar couple earning the median income 
25 years from now would pay about 19 percent of their income in 
individual income and payroll taxes. 
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Federal Debt Held by the Public 

Percentage of Gross Domestic Product 
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The historically high and rising 
amounts of. federal debt that CBO 
projects would have significant 
negative consequences, including 
reducing the total amounts of 
national saving and income in the 
long term; increasing the 
government’s, interest payments, 
thereby putting more pressure on 
the rest of the budget; limiting 
lawmakers’ flexibility to respond to 
unforeseen, events; and increasing 
the likelihood of a fiscal crisis. 


Source: Congressional Budget Office. For details about the sources of data used for past debt held by the public, see Congressional Budget 
Office, Historical Data on Federal Debt Held by the Public ( July 2010}, www.cbo.gov/publication/21728. 

Note: The extended baseline generally reflects current law, following CBO’s 10-year baseline budget projections through 2025 and then 
extending the baseline concept for the rest of the long-term projection period. These projections do not reflect the macroeconomic 
feedback of the policies underlying the extended baseline. 


By 2040, in CBO’s projections that do not account 
for macroeconomic feedback effects, the deficit equals 
5.9 percent of GDP, a higher percentage than in any year 
between 1947 and 2008 (see Figure 6 on page 8). The 
resulting debt exceeds 100 percent of GDP in 2040, 
more than in any year except 1945 and 1946. Under the 
extended baseline with feedback effects included, CBO’s 
estimate of the deficit in 2040 is higher — 6.6 percent of 
GDP — and so is its estimate of federal debt held by the 
public: 107 percent of GDP. 

The outlook has worsened since 2007 mostly because of 
the severe economic downturn and significant changes in 
laws governing federal taxes and spending. 5 In 2007, 

CBO projected that federal debt held by the public 
would equal 26 percent of GDP in 2040. By 2010, that 
projection had risen to 84 percent of GDP, and by 2013 
to 105 percent of GDP. (Those projections did not 
incorporate macroeconomic feedback.) 


5. For additional discussion of changes over time in CBO’s long- 
term projections, see Congressional Budget Office, The 2014 
Long-Term Budget Outlook (July 2014), Appendix C, 
www.cbo.gov/publication/4547 1 . 


CBO typically expresses its long-term projections as per- 
centages of economic output. That approach automati- 
cally incorporates inflation and growth in population, 
output, and income, providing context for understanding 
the size of the governments activities at different points 
in time and their effects on the sustainability of the 
budget. 

What Consequences Would a Large and 
Growing Federal Debt Have? 

How long the nation could sustain such growth in federal 
debt is impossible to predict with any confidence. At 
some point, investors would begin to doubt the govern- 
ment’s willingness or ability to meet its debt obligations, 
requiring it to pay much higher interest costs in order to 
continue borrowing money. .Such a fiscal crisis would 
present policymakers with extremely difficult choices and 
would probably have a substantial negative impact on the 
country. Unfortunately, there is no way to predict confi- 
dently whether or when such a fiscal crisis might occur in 
the United States. In particular, as the debt-to-GDP ratio 
rises, there is no identifiable point indicating that a crisis 
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Table 1. 


Kc\ Projections l nder CBO’s Extended Baseilne 

Percentage of Gross Domestic Product 

2015 

2025 

2040 




Without Macroeconomic Feedback 3 



Revenues 





Individual income taxes 

8.4 

9.5 

10.4 


Payroll taxes 

5.9 

5.7 

5.7 


Corporate income taxes 

1.8 

1.8 

1.8 


Other sources of revenues 

1.7 

1.2 

1.5 


Total Revenues 

17.7 

18.3 

19.4 


Spending 





Mandatory 





Social Security 

4.9 

5.7 

6.2 


Major health care programs’ 1 

5.2 

6.1 

8.0 


Other mandatory programs 

2.6 

23 

1.8 


Subtotal 

12.7 

14.1 

16.0 


Discretionary 

6.5 

5.1 

5.1 


Net interest 

1.3 

3.0 

43 


Total Spending 

20.5 

22.2 

253 


Deficit 

-2.7 

-3.8 

-5.9 


Debt Held by the Public at the End of the Year 

74 

78 

103 


Deficit 



SMS 

i ■ !§ 


Memorandum: 

Social Security 3 





Revenues' 

4.4 

43 

43 


Spending 

4.9 

5.7 

6.2 


Net increase (-) in deficit 

-0.5 

-1.4 

-1.9 


Medicare 3 





Revenues' 

1.5 

1.6 

1.7 


Spending 

3.5 

4.4 

63 


Offsetting receipts 

-0.5 

-0.8 

-1.2 


Net increase (-) in deficit 

-1.5 

-2.0 

-3.4 


Tax Expenditures 

8.1 

n.a. 

n.a. 


Gross Domestic Product (Billions of dollars) 3 

18,016 

27,456 

50,800 



Source: Congressional Budget Office. 

Notes: The extended baseline generally reflects current law, following CBO’s 10-year baseline budget projections through 2025 and then 
extending the baseline concept for the rest of the long-term projection period, 
n.a. = not available. 

a. These projections do not reflect the macroeconomic feedback of the policies underlying the extended baseline after 2025. 

b. Net of offsetting receipts for Medicare. 

c. Revenues include payroll taxes other than those paid by the federal government for federal employees, which are intragovernmental 
transactions. Revenues also include income taxes paid on Social Security benefits, which are credited to the trust funds. 
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Figure 5. 

Spending and Revenues Under CBO's Extended Baseline, Compared With Past Averages 


Percentage of Gross Domestic Product 

Major Health Care 

Other Noninterest 


Total 

Social Security 

Programs 3 

Spending 13 

Net interest 

Spending 

Average, * 4ft 
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*2-5 

MW 11 - 6 * * 
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20.1 

2015 |4.9 


llill 9 - 1 
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20.5 
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t\i§§il 6 - 9 

gg43 

25.3 

Individual 

Payroll Taxes 

Corporate 

Other 

Total 

Income Taxes 

income Taxes 

Revenue Sources 6 

Revenues 

Average, i|gg*|§ 70 

1965-2014 

2015 111118.4 

2040 fSSg|lfl0.4 

gif 5.7 
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im 5.7 

1 “ 

I us 

I US 

1.7 

| 1.7 

|l.S 

17.4 

17,7 
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Source: Congressional Budget Office. 

Note: The extended baseline generally reflects current law, following CBO’s 10-year baseline budget projections through 2025 and then 
extending the baseline concept for the rest of the long-term projection period. These projections do not reflect the macroeconomic 
feedback of the policies underlying the extended baseline. 

a. Consists of spending on Medicare (net of offsetting receipts), Medicaid, the Children’s Health Insurance Program, and subsidies offered 
through health insurance exchanges. 

b. Consists of all federal spending other than that for the major health care programs, Social Security, and net interest. 

c. Consists of excise taxes, remittances to the Treasury from the Federal Reserve System, customs duties, estate and gift taxes, and 
miscellaneous fees and fines. 


is likely or imminent. But all else being equal, the larger a 
governments debt, the greater the risk of a fiscal crisis . 6 

Even before a crisis occurred, the high and rising debt 
that CBO projects in the extended baseline would have 
macroeconomic effects with significant negative conse- 
quences for both the economy and the federal budget: 

* The large amount of federal borrowing would draw 
money away from private investment in productive 
capital over the long term, because the portion of 
peoples savings used to buy government securities 
would not be available to finance private investment. 
The result would be a smaller stock of capital, and 
therefore lower output and income, than would 
otherwise have been the case, all else being equal. 
(Despite those reductions, output and income per 


6. For further discussion, see Congressional Budget Office, Federal 

Debt and the Risk of a Fiscal Crisis (July 201 0), www.cbo.gov/ 

publication/2 1 625- 


person, adjusted for inflation, would be higher in the 
future than they are now, thanks to the continued 
growth of productivity.) 

■ Federal spending on interest payments would rise, 
thus requiring the government to raise taxes, reduce 
spending for benefits and services, or both to achieve 
any targets that it might choose for budget deficits and 
debt. 

■ The large amount of debt would restrict policymakers’ 
ability to use tax and spending policies to respond to 
unexpected challenges, such as economic downturns 
or financial crises. As a result, those challenges would 
tend to have larger negative effects on the economy 
and on peoples well-being than they would otherwise. 
The large amount of debt could also compromise 
national security by constraining defense spending 

in times of international crisis or by limiting the 
country’s ability to prepare for such a crisis. 
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Figure ©* 

Spending, Revenues, and Deficits Under CBO’s Extended Baseline, Compared With Past Averages 
Percentage of Gross Domestic Product 
Federal Spending 




Source: Congressional Budget Office. 

Note: The extended baseline generally reflects current law, following CBO’s 10-year baseline budget projections through 2025 and then 
extending the baseline concept for the rest of the long-term projection period. These projections do not reflect the macroeconomic 
feedback of the policies underlying the extended baseline. 


How Uncertain Are the Long-Term 
Budget Projections? 

Budget projections are inherently uncertain. The projec- 
tions in this testimony generally reflect current law — so 
if future spending and tax policies differ from what is 
currently prescribed in law, budgetary outcomes will dif- 
fer from those in CBO’s extended baseline. But even if 
policies do not change, the economy, demographics, 
and other factors will undoubtedly differ from what 
CBO projects, and those differences will in turn cause 
budgetary outcomes to deviate from the projections in 
this testimony. Those variations could be within the 
ranges of experience observed in the relevant historical 
data — which, for the factors that CBO analyzes, cover 
roughly the past 50 to 70 years — or they might deviate 
from historical experience. Moreover, there could be sig- 
nificant budgetary effects from channels that CBO does 
not currently take into account in its estimates. 

To illustrate some of the uncertainty about long-term 
budgetary outcomes, CBO has constructed alternative 
projections showing what would happen to the budget if 
various underlying factors differed from the values that 
were used in most of The 2015 Long-Term Budget Out- 
look. The agency focused on four factors that are among 
the most fundamental and yet most uncertain inputs into 


the agency’s long-term economic and budget projections. 
Specifically, CBO quantified the consequences of 
alternative paths for the following variables: 

■ The decline in mortality rates; 

■ The growth rate of total factor productivity (that is, 
the efficiency with which labor and capital are used to 
produce goods and services); 

■ Interest rates on federal debt held by the public; and 

■ The growth rate of federal spending per beneficiary 
for Medicare and Medicaid. 

For CBO’s alternative projections, the ranges of variation 
for those four factors were based on the historical varia- 
tion in their 25-year averages as well as on consideration 
of possible future developments, which together offer a 
guide (though admittedly an imperfect one) to the 
amount of uncertainty that surrounds projections of 
those factors over the next 25 years. To better capture 
overall uncertainty, CBO also constructed two projec- 
tions in which all four factors simultaneously varied from 
their values under the extended baseline. In one of those 
cases, ail of the factors varied in ways that increased the 
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Figure 7. 

Federal Debt Given Different Rates of Mortality- Decline, Productivity Growth, 
Interest, and Growth of Federal Health Care Spending 

Percentage of Gross Domestic Product 



Ait Four Factors Raise 
Projected Deficits 


Extended Baseline With 
Macroeconomic Feedback 


All Four Factors Lower 
Projected Deficits 


Source: Congressional Budget Office. 

Notes: The extended baseline generally reflects current law, following CBO’s 10-year baseline budget projections through 2025 and then 
extending the baseline concept for the rest of the long-term projection period. 

Federal debt refers to debt held by the public. Estimates for the extended baseline with macroeconomic feedback are CBO’s central 
estimates from ranges determined by alternative assessments about how much deficits crowd out investment in capital goods such as 
factories and computers (because a larger portion of private saving is being used to purchase government securities) and about how 
much people respond to changes in after-tax wages by adjusting the number of hours they work. To arrive at the other two sets of 
estimates, CBO used rates for four factors that were higher and lower than those used in the extended baseline with macroeconomic 
feedback by the following amounts: mortality rates, 0.30 percentage points; productivity growth, 0.30 percentage points; interest 
rates, 0.45 percentage points; and growth of per-beneficiary federal spending on Medicare and Medicaid, 0.45 percentage points. 


amount of federal debt; in the other, they varied in ways 
that reduced the amount of debt. 

Different paths for those four factors would affect the 
budget in various ways. For example, lower-than- 
projected mortality rates would mean longer average life 
spans, which would increase the number of people who 
received benefits from such programs as Social Security, 
Medicare, and Medicaid; lower mortality rates would also 
boost the size of the labor force and thereby add to tax 
revenues (but by less than the increase in benefit costs). 
Faster growth in spending per beneficiary for Medicare 
and Medicaid would boost outlays for those wo pro- 
grams. Either of those changes would increase deficits 
and debt-— which would lead to lower output and higher 
interest rates, macroeconomic feedback that would fur- 
ther worsen the budget outlook. By contrast, faster 
growth in productivity or lower interest rates on federal 
debt held by the public would reduce deficits and debt — 


the former, by raising output and increasing revenues, 
and the latter, by lowering the government’s interest 
payments. 

The projected budgetary outcomes under the alternative 
paths differ widely. The simulated variations in productiv- 
ity, interest rates, and Medicare and Medicaid spending 
have large effects on the budget within 25 years, whereas 
the simulated variation in mortality rates does not.. When 
only one of the factors is changed, CBO’s projections of 
federal debt held by the public in 2040 range from 89 per- 
cent of GDP to 130 percent, whereas debt is projected to 
be 107 percent under the extended baseline with macro- 
economic feedback. When all four factors are changed at 
once, projections of federal debt in 2040 range from 
76 percent to 144 percent of GDP (see Figure 7). Those 
projected levels of debt are all high by historical standards, 
and a number of them exceed the peak of 1 06 percent of 
GDP that the United States reached in 1946. 
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The four factors listed above are not the only - ones that 
could differ from CBO s expectations and, in turn, affect 
the agency’s budget projections. For example, an increase 
in the birthrate or in labor force participation could boost 
the growth of the labor force and thus raise tax revenues. 
Similarly, decisions by states about how much they spend 
on Medicaid could increase or decrease federal spending 
relative to CBO s projections. 

Large disruptions in the economy could have significant 
effects on the budget that are not quantified in this analy- 
sis. The analytic approach that CBO used for this long- 
term analysis focuses on projecting average outcomes. An 
economic depression, unexpectedly large losses on federal 
financial obligations, a large-scale military conflict, the 
development of a previously underused natural resource, 
or a major catastrophe — to give just a few examples — 
could create conditions in the next 25 years that are 
substantially better or worse than those that produced 
the historical data on which the analysis is based. 

What Choices Do Policymakers Have? 

The unsustainable nature of the federal tax and spending 
policies specified in current law presents lawmakers and 
the public with difficult choices. Unless substantial 
changes were made to the major health care programs 
and Social Security, spending for those programs would 
equal a much larger percentage of GDP in the future 
than in the past. Federal spending as a whole would rise 
rapidly — even though, under current law, spending for 
all other federal benefits and services would make up 
a smaller percentage of GDP by 2025 than at any point 
in more than 70 years. Federal revenues would also repre- 
sent a larger percentage of GDP in the future than they 
have, on average, in the past few decades. Even so, spend- 
ing would soon start to exceed revenues by increasing 
amounts relative to GDP, generating rising budget defi- 
cits. As a result, federal debt held by the public would 
grow faster than the economy, starting a few years from 
now. Because debt is already unusually high relative to 
GDP, further sustained increases could be especially 
harmful to economic growth. 

To put the federal budget on a sustainable path for the 
long term, lawmakers would have to make major changes 
to tax policies, spending policies, or both — by reducing 
spending for large benefit programs below the projected 
amounts, letting revenues rise more than they would 
under current law, or adopting some combination of 


those approaches. The size of such changes would depend 
on the amount of federal debt that lawmakers considered 
appropriate. 

For instance, if lawmakers set a goal for 2040 of reducing 
debt held by the public to the average percentage of GDP 
seen over the past 50 years (38 percent), one approach 
would be to increase revenues and cut noninterest spend- 
ing, relative to outcomes under current law, by a total 
of 2.6 percent of GDP each year beginning in 2016. That 
amount would be about $480 billion, or $1,450 per 
person, in 2016 (see Figure 1 on page 2)7 Many combi- 
nations of policies could be adopted to meet that goal, 
including the following: 

■ At one end of the spectrum, lawmakers could choose 
to reduce deficits solely by increasing revenues. Such a 
policy would require boosting revenues by 1.4 percent 
in each year over the 2016-2040 period relative to the 
amounts that CBO projects in the extended baseline. 
For households in the middle fifth of the income 
distribution in 2016, a 14 percent increase in all types 
of revenues would raise federal tax payments for that 
year by about $1 ,700, on average. 

■ At the other end of the spectrum, lawmakers' could 
choose to reduce deficits solely by cutting noninterest 
spending, in which case they would have to make such 
spending 13 percent lower than projected in the 
extended baseline in each of the next 25 years. For 
example, a 13 percent cut would lower initial Social 
Security benefits by an average of about $2,400 for 
people in the middle fifth of the lifetime earnings 
distribution who were born in the ! 950s and who 
claimed benefits at age 65. 

Another goal might be to reduce debt in 2040 to its 
current percentage of GDP — 74 percent. Meeting that 
goal would require increases in revenues and cuts in non- 
interest spending, relative to outcomes under current law, 
totaling 1.1 percent of GDP in each year beginning in 
20 16. 8 Of course, other goals and other patterns for the 
timing of savings are possible as well. 


7. The estimated size of those policy changes does not account for 
the macroeconomic effects either of the particular policies that 
might be changed or of the reduction in debt. 

8. The estimated size of those policy changes does not account for 
the macroeconomic effects of the particular policies that might be 
changed. 
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In deciding how quickly to carry out policies to put fed- 
eral debt on a sustainable path — regardless of the chosen 
goal for debt — lawmakers would face difficult trade-offs: 

■ The sooner significant deficit reduction was 
implemented, the smaller the government’s 
accumulated debt would be; the smaller the policy 
changes would need to be to achieve the chosen goal; 
and the less uncertainty there would be about what 
policies might be adopted. However, precipitous 
spending cuts or tax increases would give people little 
time to plan and adjust to those policy changes, and 
the changes would weaken the economic expansion 
during the next two years or so — a period when the 
Federal Reserve would have little ability to lower 
short-term interest rates to boost the economy. 

• Spending cuts or tax increases that were implemented 
several years from now would have a smaller negative 
effect on output and employment in the short term. 
However, waiting for some time before reducing 
spending or increasing taxes would result in a greater 
accumulation of debt, which would represent a greater 
drag on output and income in the long term and 
increase the size of the policy changes needed to reach 
the chosen target for debt. 

CBO has estimated how much a delay in deficit reduc- 
tion would increase the size of the policy changes needed 
to achieve a chosen goal for debt. If the goal was to 
reduce debt to its 50-year historical average by 2040, 
but lawmakers waited to implement new policies until 
2021, the combination of increases in revenues and 
reductions in noninterest spending over the 2021-2040 
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period would need to equal 3.2 percent of GDP — 

0.6 percentage points more than if policy changes took 
effect in 2016. If lawmakers chose the same goal but post- 
poned taking action until 2026, the necessary policy 
changes over the 2026-2040 period would amount to 
4.2 percent of GDP. 

Even if policy changes that shrank deficits in the long 
term were not implemented for several years, making 
decisions about them sooner rather than later could hold 
down longer-term interest rates, reduce uncertainty, and 
enhance businesses’ and consumers’ confidence. Such 
decisions could thereby make output and employment 
higher in the next few years than they would have been 
otherwise. 


This testimony summarizes information presented in 
The 2015 Long-Term Budget Outlook , which is one 
in a series of reports on the state of the budget and 
the economy that CBO issues each year. That report 
represents the work of many people at CBO. In accor- 
dance with CBOs mandate to provide objective, impar- 
tial analysis, this testimony makes no recommendations. 
It is available on CBOs website at www.cbo.gov/ 
publication/ 503 1 6. 



Keith Hall 
Director 
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% OF GDP 

30-YEAR AVERAGES 



prior: 

’85 -’14 

CBO 

BASELINE 

CBO 

ALT FISC 

Social Security: 

4.3 

5.9 

5.9 

Health care: 

3.4 

7.2 

7.2 

Total entitlements: 

7.7 

13.1 

13.1 

Defense: 

4.2 

2.6 

3.4 

Other non-interest: 

6.2 

4.6 

5.9 

Interest: 

2.2 

3.7 

5.0 

Total outlays: 20.4 

24.0 

27.4 

Revenue: 

17.2 

19.0 

18.1 

Deficit: 

3.1 

5.1 

9.4 


'Soft’,: 

JOHNSON 


Congressional Budget Office, Office of Management and Budget 
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Federal revenue as a percent of GDP rn-fisc scenario 


1 


1 1 ii i in 1 1 

1 



Rev/GDP 1 

1 

Revenue 

GDP 

(%> 

rate 

1 

Revenue 

GDP 

ml 

1945 

45.2 

226.4 

20.0% 

94 avg since 1945 2015 

3,150.0 

18,000 

17.5% 

1946 

39.3 

228.0 

17.2% 

86.45 17,2% 

2016 

3,365.2 

18,800 

17.9% 

1947 

38.5 

238.9 

16.1% 

86.45 

2017 

3,526.3 

19,700 

17.9% 

1948 

41.6 

262.4 

15.9% 

82.13 avg 65-14 

2018 

3,666.8 

20,600 

17.8% 

1949 

39.4 

276.8 

14.2% 

82.13 17.4% 

2019 

3,809.2 

21,400 

17.8% 

1950 

39.4 

279.0 

14.1% 

84.36 

2020 

3,969.4 

22,300 

17.8% 

1951 

SI, 6 

327.4 

15.8% 

91 avg: rates >50% 2021 

4,147.4 

23,300 

17.8% 

1952 

66.2 

357.5 

18.5% 

92 17.2% 

2022 

4,325.4 

24,300 

17.8% 

1953 

69.6 

382.5 

18.2% 

92 

2023 

4,528.7 

25,300 

17.9% 

1954 

69.7 

387.7 

18.0% 

91 avg: rates <50% 2024 

4,752.0 

26,400 

18.0% 

1955 

65.5 

407.0 

16.1% 

91 17.2% 

2025 

4,977.5 

27,500 

18.1% 

1956 

74.6 

439.0 

17.0% 

91 

2026 

5,176.6 

28,600 

18.1% 

1957 

80.0 

464.2 

17.2% 

91 

2027 

5,393,8 

29,800 

18.1% 

1958 

79.6 

474.3 

16.8% 

91 

2028 

5,611.0 

31,000 

18.1% 

1959 

79.2 

505.6 

15.7% 

91 

2029 

5,846.3 

32,300 

18.1% 

1960 

92.5 

535.1 

17.3% 

91 

2030 

6,081.6 

33,600 

18.1% 

1961 

94.4 

547.6 

17.2% 

91 

2031 

6,316.9 

34,900 

18.1% 

1962 

99.7 

586.9 

17.0% 

91 

2032 

6,588.4 

36,400 

18.1% 

1963 

106.6 

619.3 

17.2% 

91 

2033 

6,859.9 

37,900 

18.1% 

1964 

112.6 

662.9 

17.0% 

77 

2034 

7,131.4 

39,400 

18.1% 

1965 

116.8 

710.7 

16.4% 

70 

2035 

7,439.1 

41,100 

18.1% 

1966 

130.8 

781.9 

16.7% 

70 

2036 

7,746.8 

42,800 

18.1% 

1967 

148.8 

838.2 

17.8% 

70 

2037 

8,072.6 

44,600 

18.1% 

1968 

153.0 

899.3 

17.0% 

75.25 

2038 

8,434.6 

46,600 

18.1% 

1969 

186.9 

982.3 19.0* 

77 

2039 

8,796.6 

48,600 

18.1% 

1970 

192.8 

1,049.1 

18.4% 

71.75 

2040 

9,194.8 

50,800 

18.1% 

1971 

187.1 

1,119.3 

16.7% 

70 

2041 

9,611.1 

53,100 

18.1% 

1972 

207.3 

1,219.5 

17.0% 

70 

2042 

10,027.4 

55,400 

18.1% 

1973 

230.8 

1,356.0 

17.0% 

70 

2043 

10,479.9 

57,900 

18.1% 

1974 

263.2 

1,486.2 

17.7% 

70 

2044 

10,950.5 

60,500 

18.1% 

1975 

279.1 

1,610.6 

17.3% 

70 

2045 

11,439.2 

63,200 

18.1% 

1976 

298,1 

1,790.3 

16.7% 

70 





1977 

355.6 

2,028.4 

17.5% 

70 





1978 

399.6 

2,278.2 

17.5% 

70 

Extended baseline 


1979 

463.3 

2,570.0 

18.0% 

70 










i 



am™ 

1981 

599.3 

3,138.4 | 

i* 

69.12S 

2015 

3,186.0 

18,000 

17.7% 

1982 

617.8 

3,313.9 

18.6% 

50 

2016 

3,459.2 

18,800 

18.4% 

1983 

600.6 

3,541.1 

17.0% 

50 

2017 

3,605.1 

19,700 

18.3% 

1984 

666.4 

3,952.8 

16.9% 

50 

2018 

3,728.6 

20,600 

18.1% 

1985 

734.0 

4,270.4 

17.2% 

SO 

2019 

3,873.4 

21,400 

18.1% 

1986 

769.2 

4,536.1 

17.0% 

50 

2020 

4,036.3 

22,300 

18.1% 

1987 

854.3 

4,781.9 

17.9% 

38.5 

2021 

4,217.3 

23,300 

18.1% 

1988 

909.2 

5,155.1 

17.6% 

28 

2022 

4,398.3 

24,300 

18.1% 

1989 

991.1 

5,570.0 

17.8% 

28 

2023 

4,604.6 

25,300 

18.2% 

1990 

1,032.0 

5,914.6 

17.4% 

28 

2024 

4,804.8 

26,400 

18.2% 

1991 

1,055.0 

6,110.1 

17.3% 

31 

2025 

5,032.5 

27,500 

18.3% 

1992 

1,091.2 

6,434.7 

17.0% 

31 

2026 

5.233.8 

28,600 

18,3% 

1993 

1,154.3 

6,794.9 

17.0% 

39.6 

2027 

5,483.2 

29,800 

18.4% 

1994 

1,258.6 

7,197.8 

17.5% 

39.6 

2028 

5,735.0 

31,000 

18,5% 

1995 

1,351.8 

7,583.4 

17.8% 

39.6 

2029 

6,007.8 

32,300 

18.6% 

1996 

1,453.1 

7,978.3 

18.2% 

39.6 

2030 

6.249.6 

33,600 

18.6% 

1997 

1,579.2 

8,483.2 

18.6% 

39.6 

2031 

6.S26.3 

34,900 

18.7% 

1998 

1,721.7 

8,954.8 

19.2% 

39.6 

2032 

6,843.2 

36,400 

18,8% 

1999 

1,827.5 

9,510.5# 

19 2% 

39.6 

2033 

7,163.1 

37,900 

18.9% 

2000 

2,025.2 

10,148.2 

20.0% 

39.6 

2034 

7,446.6 



2001 

1,991.1 

10,564.6 

18.8% 

39.1 

2035 

7,809.0 

41,100 19.0% 

2002 

1,853.1 

10,876,9 

17,0% 

38.6 

2036 

8,174.8 



2003 

1,782.3 

11,332.4 

15.7% 

35 

2037 

8,563.2 



2004 

1,880.1 

12,088.6 

15,6% 

35 

2038 

8,947.2 



2005 

2,153.6 

12,888.9 

16.7% 

35 

2039 

9,379.8 



2006 

2,406.9 

13,684.7 

17.6% 

35 

2040 

9,855.2 



2007 

2,568.0 

14,322.9 

17.9% 

35 

2041 

10,354.5 



2008 

2,524.0 

14,752.4 

17.1% 

3S 

2042 

10,858.4 



2009 

2,105.0 

14,414.6 

14.6% 

35 

2043 

11,406.3 



2010 

2,162.7 

14,798.5 

14.6% 

35 

2044 

11,979.0 

60.500 


2011 

2,303.5 

15,379.2 

.15.0% 

35 

2045 

12,576.8 

63,200 

•liiSili 

2012 

2,450.0 

16,026.4 

15.3% 

35 





2013 

2,775.1 

16,581.6 

16.7% 

39.6 

CBO: Long-Term 8udget Outlook 


2014 

3,021.5 

17,244.0 

17,5% 

39.6 






OMB: fv2016 historical tables. Table 1.3 and 10.1 
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The Size of Policy Changes Needed Oyer 25 Years to Make Federal Debt Meet 
Two Possible GoMs in 2040 


If Lawmakers Aimed for . . . 


Debt in 2040 to Equal Its 50-Year Average of 
38% of GOP . . . 


Debt in 2040 to Equal Its Current Level of 
74% of GDP . . . 


How Much Way id They Need to increase Revenues or Reduce Noninterest: Spending per Year? 

6% t increase in Revenues 

or 

5V 2 % Cut in Spending 


2 . 6 % of GDP, 
which is equal to a 


Increase in Revenues 


or 


13% 


Cut in Spending 


What Would That Increase in Revenues or Reduction 

$480 billion , which is equal to $1,450 per person 


1.1% of GDP, 

which is equal to a 


in Noninterest Spending Amount to in 2016? 
$210 billion , which is equal to $650 per person 


What If the Changes Were Increases (of Equal Percentage) in Ail Types of Revenue 

One effect in 2016 is that, on average, 

taxes on households — 

won Id be higher than under cu rre nt law. 


Values are for households in the middle fifth of the income distribution. 
Those taxes are projected to be $12,300 under current law. 


What If 


the Changes Were Cuts (of Equal Percentage) in All Types of Non interest Spending? 


| -$2,400 


One effect is that 

initial Social Security benefits W -$1,050 

would be lower than under current law. 


Values are averages for people in the middle fifth of the lifetime earnings 
distribution who were born in the 1.950s and who would claim benefits at age 65. 
Those benefits are projected to be $18,650 (in 2016 dollars) under current taw. 


Source: Congressional Budget Office. (Summary Figure 1 from The 2015 Long-Term Budget Outlook [dune 2015]), 
www. cbo.gov/public 0 tion/' 50250) 

Notes: The values shown in this figure are relative to CBO’s extended baseline. The extended baseline generally reflects current law, 
following CBO’s 10-year baseline budget projections through 2025 and then extending the baseline concept for the rest of die 
long-term projection period. The sizes of the policy changes do not account for the macroeconomic feedback of the polides that 
might be used to achieve the goals or, in the case of the goal to reduce debt to 38 percent of GDI? of the reduction in debt. 

GDP = gross domestic product. 


O 



